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1949 1948 | % 
GENERATION * (Net) 2 
By Fuel Burning Plants.................. 15,701,080,000 15,820,651,000 | — 0.8 
By Water Power Plants............ 7,294,968 ,000 6,373,069,000 | +14.5 
_ Total Generation....... oe ; 22,996,048 ,000 22,193,720,000 | + 3.6 
Add—Net Imports Over International Boundari 6 ; 94,100,000 87,100,000 _ | . + 8.0 
Less—Company Use............0..eecsse. eae 127,601,000 137,053,000 | — 6.9 
Less—Energy Used t 4 eS RAY 176,689,000 255,779,000 | —30.9 
Net Energy for Distribution pitas Srata tak 22,785,858,000 21,887,988,000 + 4.1 
Losses and Unaccounted for.............. ante Neh ee 1, 643,137,000 1,984, 46 60,000 | —17.2 
Sales to Ultimate Customers..... See Sree re 21, 142, 721, 000 19, 903.5 28, 000 7 + 6.2 
CL ASSIF) ICATION OF SALES 
NUMBER OF CUSTOMERS—As of February 28th 
‘Residential or Domestic. ..........000.0.0cceees awa aS 33,842,787 31,887 446 | + 6.1 
Rural (Distinct Rural R: tes) St eer (ee ans ae PR ae 1,682,523 1,548,323 | + 8.7 
Commercial or Industrial: | 
Small Light and Power................c0cec. er eetain eae 5,135,654 4,982,666 | + 3.1 
Large Light and Power................ 225,417 192,803 +16.9 
NE RTM ee ge cg oe es ae 142,626 136,280 + 4.7 
Total Ultimate Customers. ...........-cccsscscctvccenvs 41,029,007 38, 747, 518 + 5.9 
KILOWATTHOUR SALES—During Month of February 
Mesidential of Domestic. ......<.cccceccccaceces Pika eee * §5,268,722,000 4,633,168,000 | +413.7 
Rural (Distinct Rural RN se Ce ee, tae ce, 456,070,000 429 077,000 + 6.3 
~~ Commercial or Industrial: 
“Small Light and Power................06. hisigai eink lca e es *8°3, 835,237,000 3,518,303,000 + 9.0 
Be Oe te A POWEL © ooo ss cisie. c o:sca accic avec erin s blie wa ndan xe 10,219,728,000 9,897,353,000 | + 3.3 
Street and Highway Lighting............... Auihaia eek venereal 233,314,000 219,166,000 + 6.5 
RNP RERTREO PARSUMNOTAUBEN 5 <5 o anc6<. 0: asnre:d'd cs arbi 0b 6.asacaeaen 550,492,000 534,350,000 + 3.0 
? Railways and Railroads: 
“s Street and Interurban Railways........... See 320,519,000 386,709,000 —17.1 
Electrified Steam Railroads................... ; # 210,996,000 | 226,065,000 — 6. 
eaterdepartmental. «oc. is cess dscce scenes ae 47,643,000 | 59,337,000 —19.7 
Total to Ultimate Customers........ ioe oe 21,142,721,000 19, 903, 528, 000 + 6.2 
Revenue from Ultimate Customers..... e pina RES $389,526,800 $357 ,942,100 + 8.8 
RESIDENTIAL OR DOMESTIC SERVICE 
AVERAGE CUSTOMER DATA—For 12 months ended 
“3s February 28th 
Kilowatthours per Customer............. ie bbc ealgrets ts 1,586 1,465 + 8.3 
| Scaimarkn ch $47.42 $44.83 + 5.8 
Revenue per Kilowatthour........... a Dearie bid d 2.99¢ 306461 — 2.3 
9 By courtesy of the Federal Power Commission. = < 
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and gas industries, meeting on 
April 11, 12 and 13 at Detroit, 
eld their annual joint accounting con- 
erence, which has come to be regarded 
the year’s high point in the utility ac- 
counting field. A new record in at- 
tendance was established this year for the 
conference. Accountants of both indus- 
tries expressed the general opinion that 
the conference had been genuinely re- 
warding to the delegates. 
The formal program began at 2:30 
p. m., Monday, with a General Session 
jointly presided over by Allan G. 
Mitchell, Philadel- 
phia Electric Co., 
and L. E. Reynolds, 
Connecticut Light 
and Power Coa.,, 
co-chairmen respec- 
tively of the electric 
and gas divisions. A 
cordial address of 
welcome was pre- 
sented by A. V. 
McRee of the Mich- 
igan Consolidated 
Gas Co., which 
serves Detroit. Af- 
ter a message of 
greeting from H. G. 
Wolf, managing 
director of the 
American Gas As- 
sociation, who was 
unfortunately —-un- 
able to be present, 
D. A. Hulcy, presi- 
dent of the Lone 


, CCOUNTANTS of the electric 


Star Gas Co., Dal- 
las, Tex., told the 








assembled accountants ““What the Top 
Utility Executive Expects from the Ac- 
counting Officers of His Company.” It 
appeared that he expects a good deal but 
not more than accounting officers should 
be able to deliver. 


Office Working Conditions Survey 
J. F. Farley, New York State Electric 


and Gas Corp., gave a resumé of a sur- 
vey which the Accounting Employees 
Relations Committees of the two indus- 
tries had made into “Office Working 
Conditions or Practices in Accounting 
Departments,” covering such matters as 





Co-Chairmen of the AGA-EEI Accounting Conference, L. E. Reynolds (left), AGA 
and A. G. Mitchell (right), EEI, greet each other at the opening of the Conference 
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Joint Accounting Conference at Detroit, 
Biggest and Best 


Record Attendance Hears Top-Notch Economist and 
Business Leaders on 3-Day Program 


working hours, sick leave provisions, ex- 
cused absences, smoking, rest periods, 
etc. This was followed by a series of 
dramatic illustrations of right and wrong 
ways for a supervisor to deal with em- 
ployees, effectively staged by volunteers 
from the Michigan Consolidated Gas 
Co. 

Sumner H. Slichter, Lamont Pro- 
fessor at Harvard University, gave an 
extraordinarily thought-provoking dis- 
cussion of “Some Trends in the Ameri- 
can Economy—Short Run and Long 
Run,” which appears elsewhere in this 
issue of the BULLETIN. 

C. B. Boulet, 
Wisconsin Public 
Service Corp., chair- 
man of EEI Indus- 
trial Relations Com- 
mittee, used the title 
“Tt’s in the Cards” 
for some forceful 
and even. startling 
forecasts of what 
organized labor will 
demand from man- 
agement and how 
management could 
meet and sometimes 
forestall such de- 
mands by wise labor 
relations. Mr. Bou- 
let’s paper is pub- 
lished in full in this 
issue of the But- 
LETIN. 

The General Ses- 
sions concluded with 
a paper by Walker 
L. Cisler, executive 
vice president, The 
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Justin R. Whiting, President of Commonwealth & Southern 
Corp., delivering his speech on “Safeguarding Our Future 


Through Sound Rates and Financing,” 
3-day conference in Detroit 


Detroit Edison Co., on “Europe Today 
Through the Eyes of the Marshall 
Plan.” which gave those present a clear 
idea of how the fortunes of American in- 
dustry are closely bound to world eco- 
nomics and particularly to European 
recovery. 

A reception, held on Monday evening 
from 6:30 to 8:30 p. m., at which the 
Burroughs Adding Machine Co. proved 
itself a most generous and thoughtful 
host was attended by nearly all partici- 
pants in the conference. 


Tuesday, April 12 


On Tuesday morning the conference 
reconvened in three groups — General 
Activities, Customer Activities, and Ma- 
terials and Supplies (AGA only). The 
General Activities group, with W. H. 
Zimmer, The Cincinnati Gas and Elec- 
tric Co., and A. T. Gardner, Delaware 
Power and Light Co., acting as co-chair- 
men, first heard a talk by H. H. Scaff, 
Ebasco Services Inc., on “Financing and 
Investor Relations,” which was based on 
the work of two committees, one from 
the EEI Accounting Division, the other 
from the AGA Accounting Section, 
which had been cooperating on studies 
dealing with the problem of “Financing 
Utility Capital Requirements.” The 
work has been divided among a number 
of different panels, each devoted to one 
phase of the central problem. A report is 
in preparation which it is expected will 
be completed within the next few weeks. 

F. W. Brooks, The Cleveland Elec- 


tric Illuminating Co., under the title 


which climaxed the 
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‘“‘How Far Will 
Your Rate Dollars 
Stretch?” gavea 
very informative 
talk on the necessity 
for increased reve- 
nues to public util- 
ity enterprises and 
practical ways to 
present that need 
convincingly to reg- 
ulatory agencies. 
‘“Today’s dollar,” 
he said, “is only a 
60-cent dollar in 
comparison with the 
pre-war dollar... . 
Do you know of any 
industry other than 
gas and electric 
which is able... to 
charge no more than 
its pre-war price for 
its products ?” 

R. F. McGlone, East Ohio Gas Co., 
Cleveland, presented a brief “Interim 
Report” on what the AGA Compendium 
Committee is doing to bring down to 
date a classified list of papers and re- 
ports prepared by or for its Accounting 
Section. A corresponding committee of 
the EEI expects to prepare a similar 
classified list of Accounting Division 
papers, cooperating with the AGA com- 
mittee as to reports prepared jointly. 

The meeting ended with a symposium 
on “Capitalizing Various Overhead 
Costs” which included a report of a joint 
study presented by J. P. O’Brien, The 
Cincinnati Gas and Electric Co., on the 
general subject; a special study on “The 
Economics of Capitalizing the Cost of 
Money (Interest During Construction)” 
prepared by the joint project committees 
for presentation by H. L. Dalbeck, New 
England Power Service Co., but given 
by F. J. LaBanca, New Orleans Public 
Service Co., Inc., in Mr. Dalbeck’s 
absence; and finally, a lively panel dis- 
cussion with L. E. Reynolds, Connecti- 
cut Light and Power Co., acting as mod- 
erator, in which the participants were 
A. E. Penn, Consolidated Gas Electric 
Light and Power Co. of Baltimore; E. 
Toder, Consolidated Telegraph and 
Electrical Subway Co., New York; 
H. B. Hardwick, Consumers Power Co.., 
Jackson, Mich.; A. T. Gardner, Dela- 
ware Power and Light Co.; H. P. 
Taylor, Wisconsin Public Service Corp., 
Milwaukee, Wisc. 

The Customer Activities group with 
R. G. Schneider, Virginia Electric and 
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Power Co., and P. E. Ewers, Michigan 
Consolidated Gas Co., jointly presiding, 
held an animated Tuesday morning ses- 
sion. The first paper was “Branch Office 
Standards to Improve Customer Rela- 
tions,” in which such questions were dis- 
cussed as “Does Elegance Make a 
Branch Office an Asset,” and “Must We 
Consider Branch Offices Just Expensive 
Paystations?”’ ‘This was presented by 
E. W. Smith, Pennsylvania Power and 
Light Co., Allentown. H. E. Steiner, 
Central New York Power Corp., Syra- 
cuse, N. Y., advised his hearers to “Let 
Work Simplification Help You Manage 
Your Customer Accounting Depart- 
ment,”’ with some suggestions on how to 
start a work simplification program and 
what such a program will do and will 
not do. 

An Interim Report entitled “S.O.S.— 
Service Order Simplification” was given 
by E. H. Martenson, The Washington 
Water Power Co., Spokane, Wash., and 
was followed by a brief discussion. The 
session concluded with “The Key That 
Opens the Door,” sub-titled “A Keyhole 
View of Basic Collection Practices,” a 
report presented by S. C. Grant, Phila- 
delphia Electric Co. 

At this session also, Mr. McGlone de- 
livered his Interim Report on the work 
of the Compendium Committee. 


Tuesday Luncheon Meetings 


The luncheon groups on Tuesday 
were General Activities, Materials and 
Supplies (AGA), Customer Accounting, 
Credit and Collections, and Customer 
Relations. At the General Activities 
luncheon the speaker was Professor 
H. B. Dorau, Department of Public 
Utilities, New York University, who 
outlined the general program and results 
to date of studies which he and his staff 
have been making for the EEI and others 
on taxation as it affects utilities. He 
saw no early prospect for substantial 
diminution of the tax burden, although 
pointing out possible opportunities for 
legislation to remove some of the in- 
equalities of its present distribution. As 
between an increase in the “normal” 
corporation income tax to 45 per cent and 
the reimposition of an excess profits tax 
along the lines of the Dingell Bill, his 
opinion was that the former would take 
more out of the industry but the latter 
would be highly, and perhaps in some 
instances destructively, discriminating. 

The General Activities group follow- 
ing the luncheon broke up into three 
sessions for different standing commit- 
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tees. The two General Accounting com- 
mittees under the joint chairmanship of 
F. J. LaBanca, and A. Frazer, West 
Penn Power Co., vice chairman, EEI 
General Accounting Committee (in the 
absence of E. L. Cassady, Indianapolis 
Power and Light Co., chairman) lis- 
tened first to a valuable paper on “Con- 
trolling, Filing, Preservation and Dis- 
position of Records,” presented by J. G. 
Hoffman, Consolidated Gas Electric 
Light and Power Co. of Baltimore, who 
told in detail how his own company had 
worked out a plan that appears to deal 
successfully with this always trouble- 
some problem. 

Various applications of responsibility 
or “functional” accounting were dis- 
cussed by three speakers for a project 
committee on this subject: A. B. Dil- 
worth, Northern Natural Gas Co., 
Omaha, Neb.; L. C. Provencher, The 
Detroit Edison Co., Detroit, Mich., and 
J. E. Dolan, Consolidated Edison Co. 
of New York, Inc. 

Budget methods for public utilities 
were ably dealt with by D. W. Peterson, 
Minneapolis Gas Light Co., after which 
Leonard P. Spacek, Arthur Andersen & 
Co., Chicago, IIl., concluded the session 
with an informative paper on “Budget- 
ary Control for Public Utilities Under 
Present-Day Conditions.” 


Plant Accounting Session 


At the Plant Accounting meeting on 
Tuesday afternoon, where the joint 
chairmen were J. A. Ryan, Consolidated 
Edison Co. of New York, Inc., and 
K. R. Watson, Philadelphia Electric 
Co., methods of accumulating and dis- 
tributing costs to property record units 
were described by J. Pryzie, Consoli- 
dated Edison Co. of New York, Inc., 
under the title “Electric Mass Property 
Accounts.” W. G. Pilgrim, Peoples Gas 
Light and Coke Co. of Chicago, IIl., fol- 
lowed with a discussion of “Accounting 
for Gas Construction Costs,”’ which cov- 
ered particularly installations of mains, 
services, meters, and regulators. “Bud- 
get Control of Construction Expendi- 
tures” was the concluding paper deliv- 
ered by F. E. Drapalik, Union Electric 
Co. of Missouri, St. Louis, Mo. 

The Depreciation Accounting Com- 
mittee of the EEI held an open session 
on Tuesday afternoon, presided over by 
A. H. Kuhn, Pioneer Service and En- 
gineering Co., Chicago, IIl., which first 
listened to an up-to-date resumé of “De- 
preciation Practices in Wisconsin” by 


C. N. Rice, Jr., Northern States Power 
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Co., Minneapolis, 
Minn. This was 
followed by a dis- 
cussion led by G. T. 
Logan, Philadel - 
phia Electric Co., 
on “Computed De- 
preciation Reserves 
Under Various 
Methods.’’ P. H. 
Jeynes, Public Ser- 
vice Electric and 
Gas Co. of New 
Jersey, reported 
briefly on the work 
on which an Engi- 
neering Subcomit- 
tee of the Deprecia- 
tion Committee has 
been for a long time 
engaged—a detailed 
review and com- 
ment on ‘Methods 
of Estimating Utility 
Plant Life.’ This report is now nearing 
completion. Mr. Jeynes also read a paper 
on “Price Levels and Life Estimates” 
substituting for a paper entitled “Effect 
of Changing Price Levels on Indicated 
Mortality Characteristics of Plant,” 
which was to have been given by P. L. 
Griffith, Gilbert Associates, New York, 
who unfortunately was unable to be pres- 
ent. Mr. Jeynes’ conclusion was that 
even though mortality data for plant ad- 
ditions and retirements are in terms of 
cost rather than of physical units, the 
effect of changing price levels on life esti- 
mates is less than was expected. 

The Customer Accounting, Credits 
and Collections, and Customer Relations 
Committees held three separate luncheon 
meetings on Tuesday which continued 
throughout the afternoon with a varied 
program for each. The Customer Ac- 
counting committee had for joint chair- 
men, W. J. Ott, The Cincinnati Gas 
and Electric Co., and A. G. Burnett, 
New York Light and Power Co. An 
exhibit and commentary on meter read- 
ing sheets and bill forms was given by 
D. C. Gillespie, United Fuel Gas Corp., 
Charleston, W. Va. 

Next came the eagerly anticipated 
symposium on “Sacred Cows,” staged 
dramatically under a bovine banner. 
Practices in customer accounting and in 
some other departments which in the 
judgment of the project committee mem- 
bers have outlived their usefulness though 
still carried on in many units of the two 
industries, came in for some hard “rib- 
bing” in which the scheduled partici- 
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Prof. Sumner H. Slichter, noted economist and Lamont Pro- 

fessor at Harvard University, addressed the Conference with 

“Some Trends in the American Economy—Short Run and Long 
Run,” keynoting the opening session 


pants were R. F. McGlone; F. W. 
Phelps, Union Electric Co. of Missouri, 
St. Louis; R. B. McGrorey, Georgia 
Power Company, Atlanta; J. T. Mc- 
Kay, New Orleans Public Service Inc. ; 
and H. F. Quad, Public Service Electric 
and Gas Co., New Jersey. 

The Credits and Collections Commit- 
tee luncheon meeting was conducted 
jointly by J. D. Elliott, The Detroit Edi- 
son Co., and C. L. Havener, Consoli- 
dated Edison Co. of New York, Inc. It 
took the form of an informal discussion 
entitled in the program ‘Talkin’ Shop,” 
with F. J. Flom, The Detroit Edison 
Co., and H. S. Hahn, Ohio Fuel Gas 
Co., as leaders. A wide variety of sub- 
jects was thoroughly thrashed out, in- 
cluding among others: “Are There Too 
Many Nonpayment Turnoffs?”, “Should 
Deposits Be Eliminated ?”, ““How Much 
Help Is a Prompt Payment Discount?” 

The Customer Relations Committees 
with F. J. Porter, Jr., Consolidated Edi- 
son Co. of New York Inc., and B. Mor- 
gan Scherer, Citizens Gas and Coke 
Utility, Indianapolis, Ind., presiding, lis- 
tened first to a discussion on ‘‘Favorite 
Customer Relations Procedures and 
Practices,” led by Louis Stoecker, Pub- 
lic Service Electric and Gas Co. of New 
Jersey. The next discussion was on 
“How Do You Know What Your Cus- 
tomers Think of Your Company ?”, led 
by C. J. Berner, Wisconsin Electric 
Power Co., Milwaukee, Wisc. 

The dinner on Tuesday 
which had some exceedingly amusing 


evening, 
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vaudeville entertainment, was a welcome 
interlude in the working sessions. 


Wednesday, April 13 


On Wednesday morning there were 
six group meetings, General Accounting, 
Materials and Supplies (AGA), Plant 
Accounting, Depreciation Accounting 
(EEI), Taxation Accounting, and Cus- 
tomer Activities; and at 12:30 p. m. 
the main conference ended with a Gen- 
eral Conference Luncheon although the 
Materials and Supplies Committee had 
another session on Wednesday after- 
noon. 

The General Accounting Committee 
with Mr. LaBanca and Mr. Frazer 
again presiding, listened first to a valu- 
able report, illustrated by slides, on 
“Clarification of Reports to Stockhold- 
ers, Employees, and the General Pub- 
lic,” ably presented by E. T. Colton, 
New Orleans Public Service Inc. This 
report should be a useful reference to 
many companies in both industries. 
Harry Jeffs, Queens Borough Gas and 
Electric Co., New York, then delivered 
a report on “Machine Applications for 
General Accounting” with a brief re- 
view of some recent developments and 
hints at future marvels. 

The General Accounting Committee 
then heard a discussion of the contro- 
versial “Overtime on Overtime” by G. 
Kibby Munson of the Washington law 
firm of Roberts and McGinnis. Mr. 
Munson pointed out that the popular 
designation of the problem is a misnomer 
since the real question involved is the 
distinction between the “regular rate” of 
pay and a rate which carries a premium 
for undesirable but not necessarily ex- 
cessive hours. He particularly empha- 
sized a recent ruling of the Wage and 
Hour Administrator which might re- 
quire strict time reports on all “after 
hours” selling campaign activities of pub- 
lic utility employees on penalty of run- 
ning up an unsuspected liability for addi- 
tional overtime compensation. 

The remainder of the session was 
taken up by the subcommittee on I[nter- 
nal Auditing which offered, first, a gen- 
eral report on the internal audit func- 
tion presented by C. J. Nichols, Con- 
solidated Gas Electric Light and Power 
Co. of Baltimore, followed by more 
specific descriptions of internal audit pro- 
cedures in, (1) “Fire and Other Insur- 
ance Coverage,” delivered by P. J. Bu- 
zanga, Consolidated Edison Co. of New 
York, and (2) “Payroll and Time Rec- 
ords” presented by C. J. Nichols. J. K. 
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Under the banner of the “Sacred Cow,” anachronistic customer accounting practices come in 
for some hard ribbing at the hands of (left to right): H. S. Quad, J. T. McKay, R. F. 
McGlone, F. W. Phelps and R. B. McCrorey 


Laurentz, Brooklyn Union Gas Co., 
New York, led the discussion. 

The Plant Accounting Committees 
with the same presiding chairmen as on 
Tuesday, heard first a paper entitled 
“Do Your Priced Gas Inventory Rec- 
ords of Inside Plant Equipment Meet 
Your Internal Requirements?” presented 
by H. F. Carey, Long Island Lighting 
Co., New York. They then joined with 
members of the Depreciation Accounting 
Committee to hear an unusually clear 
and simple exposition of ‘‘Depreciation 
and Its Relation to Plant Accounting 
and Property Records” by J. B. Jeming, 
consultant, New York City. 

The Tax Committees met on Wed- 
nesday morning with J. R. Weger, Con- 
solidated Gas Electric Light and Power 
Co. of Baltimore, and B. S. Rodey, Jr., 
Consolidated Edison Co. of New York, 
Inc., presiding jointly. Their first topic 
was “Depreciation Rates—Their Devel- 
opment and Application,” with special 
reference to the determination of taxable 
net income for Federal Income Tax pur- 
poses. This subject was clearly and 
forcefully presented by Robley Winfrey, 
Research Professor of Civil Engineering, 
Iowa Engineering Experiment Station. 

“Capital Versus Maintenance Trends 
in the Tax Field” in the light of recent 
decisions, were described by Thomas E. 
Hurns, The Detroit Edison Co., whose 
report was admirably supplemented by a 
paper entitled “Maintenance and Capital 
Expenditures,” by Harold F. Noneman 
of the law firm of Whitman, Ransom, 
Coulson and Goetz, New York City, 
which dealt with this distinction in its 
more fundamental aspects which, of 
course, are among the basic concepts of 
accounting theory. 

Leo A. Diamond of the law firm of 


LeBoeuf and Lamb gave an illuminat- 
ing paper on “Tax Problems Arising 
Out of Pension Plan Changes” which is 
printed elsewhere in this issue of the 
BULLETIN, because of its timeliness in 
view of proposed new Social Security 
legislation. 


Customer Activities Session 


The Customer Activities group met 
on Wednesday morning under the same 
presiding officers as at the “Tuesday 
morning meeting. H. D. Amann, 
Brooklyn Union Gas Co., New York, 
first presented “The Credit Picture,” a 
report on the undertaking of his project 
committee to compile from representa- 
tive data covering the entire country a 
summary table and chart showing 
changes in credit conditions as they affect 
electric and gas utilities. This is to be 
a continuing project with reports on 
changing conditions released from time 
to time. 

W. E. Sturm, West Penn Power Co., 
invited all to join in efforts for better 
service to customers in a speech under 
the title “Customer Relations Is Every- 
body’s Business.” His paper was fol- 
lowed by a panel discussion on “Mark 
Sensed Meter Reading” participated in 
by A. C. Haake, The Peoples Gas Light 
and Coke Co., Chicago, IIl., who acted 
as moderator, and the following panel: 
J. T. Fowler, Jr., Alabama Power Co., 
Birmingham; J. R. Heery, The United 
Illuminating Co., New Haven, Conn.; 
J. W. Roper, Washington Gas Light 
Co., Washington, D. C.; and George 
Higgins, The Detroit Edison Co. The 
discussion brought out some interesting 
possibilities for curtailment of underly- 
ing records by marked sensing. 


(Continued on page 144) 
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Safeguarding Our Future Through 


Sound Rates and Financing 


By Justin R. Whiting 


President, Commonwealth & Southern Corp. and Consumers Power Company 


An address presented at the National Conference of Electric and Gas Utility Accountants, 


HE OTHER day I looked at the 

definition of accountancy in the 

American College Dictionary. 
This is its definition: 

“The art of analyzing the financial position 
and operating results of a business house 
from a study of its sales, purchases, over- 
head, etc.” 

Actually, the art goes much deeper 
than that, for, in order to analyze prop- 
erly, the accountant must be informed as 
to the respective rights of the owners 
and customers in the utility business. 

Accountancy has had a marked de- 
velopment during the past few decades 
because of the numerous problems that 
beset corporations in the fields of taxa- 
tion, depreciation, rate making, security 
regulation, and the like. The result has 
been that it has brought to the fraternity 
a much higher-grade and better edu- 
cated type of individual than the old 
so-called bookkeeper of the past. 

You have a real responsibility in set- 
ting up and analyzing the facts and fig- 
ures that go with today’s operations so 
as to reflect a true picture of the rights 
of the parties that I have alluded to. 
And I would like to talk in general terms 
of some of these problems that bear upon 
the future of our industry through sound 
rates and financing. 


New Financing Required 


Let us refer briefly to financing first, 
because it is the urgent problem of the 
hour throughout the industry. I have 
to spend no time in telling you of the 
prodigious job the industry is confronted 
with in raising sufficient capital to meet 
unprecedented demands for service. I 
will allude to my own experience, be- 
cause out of it I have generated some 
of the ideas I will discuss. 


In 1940, my first year as President of. 


Commonwealth & Southern Corporation, 
our combined budget of all ten operating 
companies aggregated some $42,000,000. 
We had launched an increased construc- 
tion program engendered by the war 
which began the year before. Last year, 
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the total budget of the nine operating 
companies that were left in the system 
amounted to $137,000,000—over three 
times as large. In 1940, the budget of 
Consumers Power Company, operating 
in Michigan, was $12,000,000. Its cap- 
ital expenditures the past year were $48,- 
500,000—over four times as great. 


Common Stock Financing Desirable 


Soundly financing such expansion is 
a task worthy of the best in any of us. 
On all sides we are told that in times 
like these we should finance by common 
equity. As stated by George D. Woods, 
Chairman of the First Boston Corpora- 
tion, at Pittsburgh last February: 

“At this point I would like to inject a note 
of caution and a word of advice. Because of 
the ease with which debt securities can be 
sold, do not be tempted to create the maxi- 
mum amount of debt which trust indenture 
permits. Always have a balance of bondable 
additions against which no bonds have been 
issued to take care of the inevitable rainy 
day when conditions are such that equity 
financing is not available on any practical 
terms. Do not be tempted by the combination 
of low rent for the capital and the fact that 
this rent, in the form of interest payments, is 
a deduction for income tax purposes, whereas 
the rent for your equity capital represented 
by preferred and common dividends is not 
only higher but is not deductible for income- 
tax purposes. Keep your debt low and ex- 
pend your efforts on increasing your equity.” 

In our own case of Consumers Power 
Company, the common equity taken at 
book value, including earned surplus, 
amounted to approximately 20 per cent 
of our entire capital in 1939. Since 
then we have brought up that ratio from 
20 per cent to over 29 per cent. 


Market Value in Excess of Book 


One of the ways this was accomplished 
was through the sale of common stock. 
In November, 1946, we sold 500,000 
shares of the company’s common stock 
at competitive bidding for $36 a share, 
with a spread of $2.46, resulting in a 
net amount received by the company of 
$33.54. The order of the Michigan 
Public Service Commission authorized 
the sale of not exceeding 500,000 shares 


to be sold at a price which would realize 
not more than $20,000,000. To put it 
another way, the order authorized the 
sale at not more than $40 per share. We 
were not fortunate enough to obtain 
their highest expectations, but did sell 
the stock to the public at $36 on a pros- 
pectus showing current earnings at the 
rate of $2.69 per share. The book 
value of the common stock was $15.03 
per share. The sale of these securities 
brought that book value up to $17.51 
per share. 

Again in November of last year we 
sold over 400,000 shares of the com- 
pany’s common stock to its own stock- 
holders at $33 a share under an order of 
the same State Commission authorizing 
the sale at that exact amount. The 
prospectus upon which this stock was 
sold showed current earnings of $2.74 
per share. The book value of the stock 
was $18.50 per share. The sale referred 
to brought the book value up to $20.24. 
The dividend was $2 per share. 


Book Value Indicates Investor Confidence 


There is nothing unusual about shares 
of common stock selling above book 
value. In fact, in the case of many indus- 
trial companies there is little, if any, rela- 
tionship between book value and market 
price. For example, the stocks of large 
industrial concerns like International 
Business Machines, E. I. Dupont de 
Nemours, and Eastman Kodak sell at 
over twice the book value. Similarly, 
the common stocks of many of the best 
operated utilities in the country sell 
above book value. I saw a list of 
twenty utilities the other day operating 
from California to Pennsylvania repre- 
senting a fair cross-section of operations 
on a national scope. The current market 
value of their common stocks ranged 
from 150 per cent to 229 per cent of 
their book value. 

To my mind, this is merely an indica- 
tion that underwriters and sophisticated 
investors realize that the issuing company 
is being economically and _ efficiently 
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operated, that the cost of its plant carried 
on its books is much less than its fair 
value, and that its earnings bear some 
relation to present values. 


Deterrents to Equity Financing 


Assuming that there are 10,000,000 
individual investors in this country— 
the figure oftentimes is placed much 
higher than this—there seems to be no 
great enthusiasm among them for the 
purchase of common stocks today. One 
reason that is attributed to this lethargy 
is the high personal income taxes that 
stockholders, and particularly those of 
considerable means, have to pay. A 
proposal is being discussed at present to 
amend our tax law so as to give credit 
for dividend income to the individual, as 
it used to be. If a shareholder of size- 
able income is to reap the reward of the 
dividends received from his stock, this 
double taxation should not be assessed. 
It is a distinct deterrent to the market- 
ing of common equities. 

Then, in addition, many of these in- 
vestors profess a belief in our capitalistic 
system, but the markets of today indicate 
that they are not willing to bet large 
amounts of money on it. The whole 
trend of the socialization of industry 
causes a fear which must be overcome in 
the sale of securities. Back in 1932, 
based on generating capacity, the public- 
ly-owned electric utilities represented 
about 9 per cent of the whole industry. 
As I recall, the figure today is about 20 
per cent. 


Prospective Security Owners 


The shifting of the wealth of this 
country into different groups has raised 
another problem which has to be con- 
sidered in the sale of securities. Thirteen 
years ago, 53 per cent of our families had 
an annual income of under $1,000, 10 
per cent from $2,000 to $3,000, and 
only + per cent from $3,000 to $5,000. 
In 1947, which is the last year for which 
I have these figures, the families whose 
income was under $1,000 had dropped 
to 16 per cent. The group from $2,000 
to $3,000 had gone up to 24 per cent, 
and that from $3,000 to $5,000 was up 
to 26 per cent. 

This last group earns the largest per 
cent of the national income. I suspect 
that it is larger now, as income has gone 
up since 1947. These people are rela- 
tively in a more favored position as to 
net income after taxes than those of 
higher income groups, who formerly pur- 
chased the bulk of corporate securities. 
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They have been educated during the war 
to buy Government Bonds. Many of 
them are on the payrolls of our utility 
companies. They should be educated 
to buy corporate securities if the issuing 
company is soundly financed. 

Much is being done these days to inter- 
est the small investor in corporation 
securities. Our annual reports, through 
simplified statements, graphs and pic- 
torial representation, are setting forth 
the business done and the problems of 
the company in a way that the man of 
the street and the widowed wife can 
understand. Accountants understand 
balance sheets and financial statements, 
along with all their technical terms, but 
the ordinary person not familiar with 
accounting and securities will not take 
time to try to understand them. 

Merrill Lynch, Pierce, Fenner and 
Beane have been carrying on an educa- 
tional program to advise the small in- 
vestor of the meaning of stocks and 
bonds and all the things that go with 
them. I noticed in last week’s Time 
magazine that they are carrying on 
classes in finance in California for women 
who desire to educate themselves in 
these problems. The New York Stock 
Exchange and the Curb Exchange are 
both carrying on educational programs 
along these lines. Taking the mystery 
out of the sale of securities and the finan- 
cial statements that go with them will 
do much for our industry in advising 
the people of our problems and the in- 
herent worth of the business. 

Underwriters will have to get back to 
the practice of having salesmen who can 
go to the investors and sell them our 
securities. This can only be done to a 
practical degree if the same small invest- 
ors can be acquainted with the company’s 
business practices and policies, know the 
policy of the state in which the company 
operates and the basis of its regulatory 
processes. With this knowledge they 
may have faith in the business and the 
regulation to the extent that they are 
willing to risk their savings and become 
a part of it. 


Improved Earnings Necessary to 
Attract Capital 


Now if a utility corporation is to im- 
prove its capital structure during this 
present period, as all regulatory author- 
ities seem to desire, then, of necessity, 
earnings must be sufficient to attract 


capital. In today’s market, securities 


in other industries can be bought which 
yield as much as 10 per cent or more. 
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At the end of the year 1948, Standard 
& Poor’s Daily Stock Price Index of 
50 industrials yielded more than 6 per 
cent in dividends and over 13 per cent in 
earnings. It is yields and earnings like 
these that we must compete with. 

Our earnings must be improved if we 
are to sell more shares of common stock 
at reasonable prices in competition with 
these other industries. Our industry 
has done much in the way of reducing 
costs through the construction of new 
plants. However, the savings arising 
from this development have not been 
able to keep pace with rising costs since 
a deflated dollar today will buy about 
what 47 cents would buy ten years ago. 
And so this brings me to the second 
branch of the subject—what are sound 
rates? 


Rates—Present Value Rate Base 
Most Practical 


No one can lay down an exact rule or 
arithmetical process by which sound rates 
can be arrived at. It calls for an exer- 
cise of sound judgment backed by a 
desire to do the fair thing viewed from 
long range. The application of a rate 
of return to an original cost rate base 
is merely an arithmetical process. It 
has been said that many of the advocates 
of this formula count it as one of the 
ways to further public ownership of our 
industry. Whether that is their purpose 
or not, it is certainly a means to that 
end. 

The theorist will tell you that he 
can make up for too low a rate base by 
an upward adjustment to the rate of re- 
turn. ‘That is just not practical. The 
Chairman of the Federal Power Com- 
mission, Nelson Lee Smith, put it well 


in his book written in 1932, “Fair 
Return,” when he said: 
“In the event ... that an original cost valu- 


ation is used in combination with a rate of 
return which is adjusted to allow for price 
changes ... public suspicion of rates of return 
which appear high would probably go far 
toward defeating any such policy during 
periods of rising cost, in spite of subtle eco- 
nomic argument stressing the necessity of 
high return. If present opportunity costs are 
to control rate regulation, their computation 
directly in terms of a reproduction cost rate 
base and a relatively low rate of return 
(assuming rising costs of construction) seems 
a safer and more practicable course than the 
use of a lower valuation and a higher rate 
of return to produce an identical result...” 


Development of Original Cost Concept 


The concept of original cost has been 
developed step by step by its advocates 
to a point where many people today have 
come to believe that the cost to the per- 
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son first devoting property to public use, 
less depreciation, is the universal basis 
upon which rates should be fixed. This 
is not true and its advocacy can only 
lead to unsound rates and financing in 
many instances. 

The Federal Power Act of 1935 
provided that the Commission could as- 
certain the actual legitimate cost of 
property of every public utility, and, as 
a corollary, provided that, upon request, 
every utility should file with the Com- 
mission an inventory of its property and 
4 statement of the original cost thereof. 
You are all familiar with the adoption 
by the Federal Power Commission of its 
Uniform System of Accounts and the 
litigation that followed before the util- 
ities of this country conformed. 


Supreme Court Opinions 


A similar question had arisen under 
the Communications Act. In the case of 
American Telephone and Telegraph 
Company v. the United States, decided 
in 1936, (299 U.S. 232) the point had 
been made that if companies were re- 
quired to set up on their books of ac- 
count the original cost, it would result 
in no consideration being given to value 
over original cost. Justice Cardozo in 
the course of the opinion says: 


“To avoid the chance of misunderstanding 
and to give adequate assurance to the com- 
panies as to the practice to be followed, we 
requested the Assistant Attorney-General to 
reduce his statements .. . to writing in behalf 
of the Commission. He did this and informs 
us that the Federal Communications Commis- 
sion construes the provisions of ... (the) 
order as meaning that amounts included in 
account 100.4 (which is the same as our 
100.5) that are deemed, after a fair con- 
sideration of all the circumstances, to repre- 
sent an investment which the accounting com- 
pany has made in assets of continuing value, 
will be retained in that account until such 
assets cease to exist or are retired; ... 

“We accept this declaration as an adminis- 
trative construction binding upon the Com- 
mission in its future dealings with the com- 
panies . . . The administrative construction 
now affixed to the contested order devitalizes 
the objection that the difference between 
present value and original cost is withdrawn 
from recognition as a legitimate investment.” 


It was a long step from this admin- 
istrative construction of similar rules of 
accounting to those of the Federal Power 
Commission to the decision seven years 
later in the Hope Gas Case. But even 
that decision does not go, as many as- 
sume, to the point that original cost de- 
preciated should be the universal rate 
base upon which. rates should be fixed. 
Justice Douglas in the majority opin- 
ion said: 

“The return to the equity owner should be 


commensurate with returns on investments in 
other enterprises having corresponding risks. 
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That return, moreover, should be sufficient to 
assure confidence in the financial integrity of 
the enterprise, so as to maintain its credit and 
to attract capital.” 

Despite this, it seems to be generally 
thought by many people that the univer- 
sal and present method of fixing rates in 
all cases is on the formula stated, name- 
ly, original cost less depreciation, apply- 
ing thereto what may be claimed to be a 
reasonable rate of return. Of course, 
this concept emanates from the Federal 
Power Commission itself. 

Yet their 28th Annual Report of 
1948 has just come to my desk and I 
notice that on page 116 of that report 
there are listed 32 states, the District 
of Columbia, and the Territories of 
Hawaii and Puerto Rico under a table 
of “Method of Rate Base Determination 
Generally Applied for Measuring Fair 
Value.” Of this number, nine states 
and two territories are listed under the 
heading of ‘‘Prudent Investment Method 
Applied.” California is listed under 
“Reasonable Historic Cost.” Six states 
are listed under “All Elements Con- 
sidered.’ Seven states are listed under 
“Fair Value.” Ohio under “Reproduc- 
tion Cost.” New Mexico under “Orig- 
inal Cost Adjusted” by adding 5 to 10 
per cent for reproduction value. Seven 
states are listed under “Original Cost,” 
and this includes Michigan—which is 
not correct, as I will explain. 


Michigan Rule 


In Michigan the rate-making process 
has become confused. Back in 1945 the 
Commission had before it an electric 
rate case where the utility’s proof on 
present-day fair value consisted of a 
“horseback”’ appraisal. The Commis- 
sion found the proof to be of no probative 
value and speculative. It then proceeded 
to fix the rates on an original cost rate 
base less depreciation. Since then sev- 
eral cases have been presented to the 
Commission on book cost. 

The present Commission, however, in 
the Michigan Bell Telephone Company 
opinion of September 28, 1948, stated: 
“A Michigan utility is entitled to earn 
a reasonable return upon the present 
fair value of its property.” This has to 
be so because, in the gas branch of the 
business, when the Commission was 
given jurisdiction over gas companies it 
was provided by the legislature that as 
to the rates and charges the Commission 
should possess the same measure of 
authority as it then possessed to regulate 
and fix rates and charges of railroads. 
Our railroad rate cases of this state 
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have always considered present fair value. 

As to the electric branch of the busi- 
ness, the act provides the Commission 
shall consider all lawful elements to 
determine just and reasonable rates, 
including: 

Cost 

Reasonable return on fair value 

Depreciation and obsolescence 

Risks of the business 

Value of the service to the consumer 

The connected load, hours of service 

and quantity used. 

This generally is the basic law upon 
which regulation in Michigan rests. It 
does not satisfy this law, in my judg- 
ment to make a general statement that all 
these elements are considered and then 
determine the case on an original cost 
rate base. Such a process deals with 
original cost and in no sense value. 

In our recent Consumers Power Com- 
pany gas rate case the Commission in its 
opinion of March 25, 1949, did this. 
We have filed an application for rehear- 
ing which is now pending. We expect 
to pursue the matter to a final clarifica- 
tion of the Michigan rulings. In the 
meantime, it is erroneous to have the 
word go out that Michigan is an orig- 
inal cost state. 


Basis of Efficient and Economical Operation 


If utilities are to continue to operate 
efficiently and economically to the point 
where investors are willing to pay more 
for their common stock than the book 
value, it necessarily follows that the 
companies pay less for their money than 
if the basis of their allowable return is 
predicated upon book value. For a Com- 
mission to authorize the sale of common 
stock well above book value and then 
establish a rate base predicated upon the 
underlying value of the property sup- 
porting that stock at book cost is to my 
mind confiscatory. 

If that policy is pursued, it takes away 
all the incentive of the men who operate 
companies to do a good, economical job. 
It makes them realize that they are not 
given consideration for the economies the 
investor recognizes and, if carried along 
far enough, is bound to result in declin- 
ing earnings, increased cost of capital, 
and the forcing ‘of issuing senior secur- 
ities at a time when equity capital should 
be sold. Of necessity this runs counter 
to the interest of sound rates and financ- 
ing in meeting the perennial growth 
utilities have always had. 

Original cost accounting has a very 
definite place in the scheme of things. 
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But when one is confronted with stupen- 
dous construction and the resulting fi- 
nancing, to arrive at a rate base resting 
in large part on values of less than half 
of today’s value, runs counter to sound 
economics. 

The determination of present-day fair 
value is out of the field of accountancy. 
We are required to employ the services 
of engineers to give us this result, but 
when continuing property records are 
maintained the job of arriving at today’s 
fair value is a simple one and can be 
readily arrived at without delay. 

But at a time like this, when the pub- 
lic welfare and, indeed, perhaps our 
national security demand the building of 
plant in the most efficient and economical 
manner, it is high time that investors 
in the nation’s markets should know that 
many regulatory authorities in fixing 
rates look at all elements, including 
today’s fair value, and fix rates accord- 
ingly. In this way utility companies may 
compete in some degree with other 
issuers of securities whose only regulator 
of the price of their product is competi- 
tion. 

¢ 

Necessity of Preserving Property Rights 

What is the paramount question in 
the world today? It is whether the 
principles of Western civilization and 
private property are to survive or whether 
the world will be dominated by the 
super-state. 

Now if we are to prevail in our over- 
all problem, whether through the means 
of peaceful processes or through the 
means of war, the vitality and future 
development of the electric and gas 
industry is a necessary complement to 
the attainment of that end. And if we 
take liberties with fundamental prin- 
ciples that transgress and violate the 
rights of property, we undermine within 
our own governmental processes the 
rights we seek to preserve. 

I believe this stupendous task of 
building the plant of this industry so 
that we function efficiently and econom- 
ically in this period of gas and electric 
power civilization is one of the most 
essential problems of the day. For you 
whose duty it is to see that the facts and 
figures are known to all who care te 
read, there is a responsibility that ex- 
ceeds that of your predecessors in days 
gone by. 

These are problems which are not 
simple of explanation, and the great 
tendency is to play politics with eco- 
nomics. Yet, so long as we live under 
the profit system, the profit derived in- 
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AGA-EEI Motor Vehicle Conference 


OINING with the AGA Motor Ve- 

hicle Committee, the EEI Trans- 
portation Committee sponsored the an- 
nual Motor Vehicle Conference at Cin- 
cinnati on April 4, 5 and 6. The con- 
ference was held at the same time as 
other AGA conferences on distribution 
and corrosion. All groups joined in a 
general session the first morning, at 
which one of the papers was an interest- 
ing presentation by F. Glen Shoemaker, 
Chief Engineer, Detroit Diesel Engine 
Division of General Motors Corpora- 
tion, on “Economy and Application of 
Diesel Engines.” 

The Monday luncheon conference, 
conducted by F. M. Rudman, chairman 
of the AGA Motor Vehicle Committee, 
featured “Motor Vehicle Maintenance 
Records” ably handled by a panel com- 
posed of: R. O. Babcock, Consolidated 
Edison Co. of New York, Inc.; H. J. 
Chambers, Oklahoma Natural Gas 
Company, Tulsa, Okla.; W. H. Head, 
Public Service Co. of New Hampshire, 
Manchester, N. H.; P. W. Rogers, The 
Ohio Fuel Gas Co., Columbus, Ohio. 
Other topics discussed were: Methods 
and equipment for soil compaction, hous- 
ing for shops and vehicles and allied 
cold-weather starting problems and 
methods of de-sludging motors. 

The Tuesday morning Motor Vehicle 
Conference Symposium conducted by 
P. W. Rogers of The Ohio Fuel Gas 
Co., Columbus, Ohio, featured “New 
Developments of Tools and Equip- 
ment,” by J. T. Gallaway, Goodyear 
Tire & Rubber Co., and also “Results 
of Good Maintenance”’ by Ralph Kress, 
Specification Engineer, Chevrolet Mo- 
Division, General Motors Corp. 
Other topics discussed were: Generator 
and battery equipment for radio-equipped 


tors 


directly controls in the fixing of fair 
rates and sound financing. You who 
are devoting your talents to accounting 
and financial affairs, can do much to 
make clear these explanations, whenever 
and wherever they come up, to the end 
that business-managed tax-paying util- 
ities may prosper and play their necessary 
part in our scheme of things. Failing 
in this, as I see it, we unconsciously, 
within the fabric of our own govern- 
mental regulation of which we are so 
proud, take another step towards the 
future socialization of our second largest 
industry. If the problem is truthfully 


vehicles and location of radios in vehicle 
bodies; heaters for cabs and crew com- 
partments; and undercoating materials 
—application and economics. 

Linn Edsall, Philadelphia Electric 
Co., Chairman of the EEI Transporta- 
tion Committee, presided at the after- 
noon luncheon conference which fea- 
tured “Developments and Principle of 
the Torque Converter” by Oliver K. 
Kelley, Engineer, Products Study, Gen- 
eral Motors Corp. Other topics dis- 
were: Experience with tower 
trucks on general line work and aerial 
cable installation, brakes on pole and 
tool trailers, power-driven earth augers 
of the detachable type for pole-hole 
boring. 


cussed 


Wednesday morning was devoted to 
the “Development and Application of 
Lubricating Oils” presented by Jack 
Lane, Engineer, Socony-Vacuum Oil 
Co. Mr. Lane gave a resumé of his pa- 
per and answered many questions in the 
meeting at which W. H. Head, Public 
Service Co. of New Hampshire, Man- 
chester, N. H., presided. Other topics 
discussed were: Gasoline engine powered 
jackhammers and breakers; 
low-pressure type tires, puncture sealing 
tubes and the elimination of spare tires; 
positive crankcase ventilation; radiators, 
tanks and permanent anti- 
The conference concluded with 
a Luncheon Conference, at which J. L. 
Coyne, Vice Chairman, AGA Motor 
Vehicle Committee, presided. ‘Methods 
for Improving Safe Handling of Motor 
Vehicles” by E. W. Jahn, superinten- 
dent of transportation, Consolidated 
Gas Electric Light & Power Co. of 
Baltimore, Md., was the featured pres- 
entation. 


concrete 


overflow 
freeze. 


presented and clearly analyzed, I be- 
lieve the rank and file of the people will 
share our views. 

What we do in this period in this 
great industry will cast its shadow over 
the operations to be carried on by the 
men of the next generation who will 
May it be on the basis of 
continuing a virile and growing industry 
which, when called upon for the services 
demanded, may produce all that is need- 
ed in the future as it always has in the 
past—and not be chargeable with “too 
little and too late” of that which is so 
essential to our well-being. 


succeed us. 
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Some ‘Trends in the American Economy — 
Short Run and Long Run 


By Sumner H. Slichter 


Lamont Professor, Harvard University 


An address presented before the National Conference of Electric and 


N January, 1949, personal incomes 
after taxes were running at an an- 
nual rate of $12 billion above Jan- 
uary, 1948—an increase of over 5 per 
cent. The index of the prices of con- 
sumer goods was up only 1.2 per cent. 
Consequently, incomes after taxes had 
4 per cent more purchasing power in 
January, 1949 than in January, 1948. 
Despite the rise in money incomes, the 
total volume of retail sales in January, 
1949 was slightly less than in January, 
1948—$9.5 billion as compared with 
$9.7 billion a In February, 
1949 incomes after taxes were still sub- 
stantially above February, 1948, but 
retail sales in February, 1949 were no 
greater than in February, 1948. 
These facts about incomes and retail 


year ago. 


sales epitomize the present business sit- 
uation. Incomes and purchasing power 
are at new post-war highs, but willing- 
ness to spend is dropping. The drop in 
retail sales in January, 1949 below Jan- 
uary, 1948 is especially noteworthy be- 
cause this is the first time in the last 
three years that retail sales in any month 
have been less than in the corresponding 
month of the previous year. 


Business Spending Declines 

The drop in willingness to spend ex- 
tends to business enterprises as well 
as to individuals. The declining will- 
ingness of business concerns to spend is 
indicated by the fact that they are less 
and less willing to seek outside money 
spend beyond their in- 
comes. In 1947, for example, out of 


in order to 


every dollar spent on investment by cor- 
porations, 54.4 cents was provided by 
internal funds, such as depreciation al- 
lowances or plowed-back earnings, and 
45.6 cents came from the outside. In 1948, 
66.9 cents out of every dollar of invest- 
ment expenditures by corporations was 
provided by internal funds and only 
33.1 cents by outside money. 
Particularly significant is the drop in 
new contract awards and new housing 
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starts. Expenditures on plant and equip- 
ment are still running above the corre- 
sponding period of last year, but new 
commitments to make such expenditures 
are considerably less than last year. To- 
tal contract awards in the first two 
months of 1949 were 19 per cent below 
the corresponding period of 1948 and 
private contract awards were 29.9 per 
cent below 1948. In February, 1949, pri- 
vate contract awards were 39 per cent be- 
low February, 1948. New housing starts 
in January, 1949 were 5 per cent below 
January, 1948 and in February, 1949 
they were 7.3 per cent below February, 
1948. The joint survey of the Depart- 
ment of Commerce and the Securities 
and Exchange Commission indicates that 
corporations expect to spend about 14 
per cent less on plant and equipment 
during the second half of 1949 than 
during the second half of 1948. 


Meeting Unemployment Threats 

The drop in the willingness to spend 
means that, for the first time since the 
period of conversion from war-time to 
peace-time production over three years 
ago, business is confronted with the prob- 
lem of preventing a rise in unemploy- 
ment. In order to prevent a rise in un- 
employment in 1949, business will need 
to produce and sell about $265 billion in 
goods at present prices, or about $10 bil- 
lion more than it produced and sold in 
1948. Why must production and sales 
increase by about $10 billion in order 
to prevent a rise in unemployment and 
what are the chances that business will 
succeed in increasing output and _ sales 
sufficiently to prevent a rise in unemploy- 
ment in 1949? 

There are two principal reasons why 
production and sales must increase by 
about $10 billion in order to prevent a 
rise in unemployment. The first is that 
the labor force may be expected to in- 
crease by about 600,000—the normal 
amount. An increase in employment of 


about 600,000 raise the total 


would 


Gas Utility Accountants, 


gross production about | per cent or 
$2.6 billion at present prices. The sec- 
ond is that there will be some increase 
in efficiency in 1949 over 1948. The 
normal increase has been about 2 per 
cent a year. I believe that a more-than- 
normal rise in efficiency is to be ex- 
pected. During the last several years 
efficiency has been held down by mate- 
rial shortages, by the fact that a large 
number of workers were holding jobs at 
which they had no experience or at least 
no recent experience, and by the fact 
that many concerns were compelled to 
use inexperienced supervisors. Further- 
more, during the last two and a half 
years, industry has spent large amounts 
upon plant and equipment, which are 
bound to make possible increases in effi- 
ciency. Certainly a gain in efficiency of 
about 3 per cent over 1948 is a reason- 
able estimate. That would mean an 
increase in gross national product at 
present prices of about $7.7 billion a 
Hence the total 
needed to 


year. rise in output 


prevent an increase in un- 


employment is about $10.3 billion a year. 


$10 Billion Sales Increase 

How might an increase of approxi- 
mately $10 billion in sales at present 
prices be accomplished? The present 
outlook is that there will be no net pur- 
chase of American goods and services 
by foreign countries beyond the goods 
supplied by the government of the 
United States Marshall 
Plan. In 1948, for example, net foreign 


through the 


investment by the United States was 
only $1.5 billion, and during the latter 
half of the year there was no net foreign 
investment by the United States. The 
consumption of goods by business is also 
likely to be less in 1949 than in 1948. 
Certainly the accumulation of inven- 
tories may be expected to cease. The in- 
crease in inventories absorbed $3.8 bil- 
lion of the output of industry in 1948. 
Furthermore, a small drop of nearly 10 
per cent, or approximately $3 billion, in 
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expenditures on plant, equipment, and 
housing seems likely. 

If net foreign investment disappears 
and gross private investment drops by 
$6.8 billion, an increase of approximate- 
ly $18.6 billion in sales of goods to gov- 
ernment and consumers will be neces- 
sary to prevent a rise in unemployment. 
Purchases of goods by the local, state, 
and national governments are rising. 
The federal government alone is likely 
to take $6 billion or $7 billion more of 
goods in 1949 than in 1948, and local 
and state governments are likely to take 
about $1 billion or $2 billion more. This 
means that consumers will need to buy 
about $9.6 billion to $11.6 billion more 
of goods in 1949 (at present prices) than 
in 1948. In other words, 
who had personal incomes last year of 
about $213.6 billion, paid $21 billion in 
taxes, and spent about $177.7 billion on 
consumer goods, will need in 1949 to 
spend $187 billion to $189 billion on 
consumer goods at present prices in 
order to prevent a rise in unemployment. 


individuals 


More Purchasing Power 


Can business persuade consumers to 
increase their takings of goods by $9.6 
billion to $11.6 billion at present prices? 
There are a number of important favor- 
ing circumstances. 

1. Personal incomes after taxes have a 
higher purchasing power than a year 
ago. As I have pointed out, these in- 
comes had about + per cent greater pur- 
chasing power in January, 1949, than 
in January, 1948. 

2. The rate of personal spending is 
still low in relation to personal holdings 
of cash and demand deposits. In 1939, 
annual expenditures on consumer goods 
ran about six times personal holdings of 
cash and demand deposits; in 1948, they 
were only 3.3 times holdings of cash and 
demand deposits. 

3. Consumer short-term indebtedness, 
although considerably larger than sev- 
eral years ago, is still low in relation to 
personal incomes after taxes. In Decem- 
ber, 1948, total consumer credit was 
8.0 per cent of the annual rate of per- 
sonal incomes after taxes in comparison 
with 12.0 per cent in 1940. 

4. The backlog of consumer demand 
for some products is still large. Auto- 
mobiles are an example. It is true that 
considerable progress has been made in 
increasing the number of automobiles in 
the country. At the present time there 
are about 34 million passenger cars reg- 
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istered in comparison with 27.4 million 
in 1940. The average age of automo- 
biles has increased from 5.7 years in 1940 
to about 8 years at the beginning of 
1949. Hence an abnormally large re- 
placement demand for automobiles still 
exists. Although average real income per 
family is about 25 per cent greater than 
in 1940, the number of cars has not in- 
creased as rapidly as the number of fam- 
ilies and the ratio of cars per family has 
scarcely changed. The backlog of hous- 
ing demand is also still high. Unfor- 
tunately, the figures on the increase in 
dwelling units in recent years leave much 
to be desired. There is no doubt, how- 
ever, that a large number of American 
families are living in houses which are 
quite unsatisfactory to them. It is also 
clear that the incomes of a large number 
of families are sufficiently high so that 
the families would be willing to buy new 
and better housing at prices only slightly 
below present levels. Finally, since the 
number of families will increase by about 
800,000 to 900,000 during 1949 consid- 
erable construction of houses ‘will be 
necessary to prevent the housing shortage 
from becoming acute. 

How can business persuade consumers 
to increase their takings of goods by $9.6 
billion to $11.6 billion? It is obvious 
that this is a problem of marketing— 
that is, a problem of bringing out new 
and more attractive goods and quoting 
prices which consumers find more ac- 
ceptable. 


New Price Policies 


I wish to say a few words in particu- 
lar about the problem of prices. A good 
way of measuring the willingness of in- 
dividuals to spend money is to compare 
the increase in their outlay on consumer 
goods with the increase in their incomes 
after taxes. Between the fourth quarter 
of 1946 and the fourth quarter of 1947, 
the annual rate of personal incomes after 
taxes rose by $13.3 billion, but the an- 
nual rate of expenditures for consumer 
goods increased by $14.1 billion. This 
meant that there was a rise of $1.06 in 
expenditures on consumer goods for every 
dollar rise in incomes after taxes. Be- 
tween the fourth quarter of 1947 and 
the fourth quarter of 1948, however, an 
increase in the annual rate of income 
after taxes of $18.5 billion produced a 
rise of only $9.9 billion in the annual 
rate of expenditures for consumer goods 
—an increase of 54 cents in expenditures 
for consumer goods for every dollar rise 
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in income after taxes. This drop in the 
willingness to spend money is reflected 
also in the fact that the increase in total 
consumer credit in the four months, 
October, 1948, to January, 1949, was 
substantially less than half the increase 
in the corresponding period of a year 
ago. 

It is plain that price policies which 
were appropriate when the rate of con- 
sumer spending was rising faster than 
consumer incomes, is not appropriate 
when consumer spending is rising far 
less rapidly than consumer incomes. The 
problem is obviously to persuade con- 
sumers to raise their rate of spending. 
As I indicated a moment ago, business 
has two ways of doing this—bringing out 
new and better goods and making re- 
ductions in its prices. 


Special Price Adjustments 


Many managements will not like the 
idea of reducing prices to stimulate con- 
sumer demand. Some managements will 
argue that they cannot afford to reduce 
prices—that their margins are too small. 
It is true that margins are small and 
that in many industries costs per unit of 
goods sold have advanced as rapidly as 
selling prices during the last several years 
so that profits per dollar of sales have 
not changed. 

It is also true that some industries, 
especially those which sell at publicly 
regulated prices, have not been able to 
raise their prices during the last three 
years in proportion to the advance in the 
general price level. Some of these indus- 
tries may need to increase prices to off- 
set the rise in costs during the last three 
years. In addition, many concerns are 
not charging enough to cover the high 
replacement costs of their plant and 
equipment. Sooner or later these enter- 
prises must either raise their prices or 
achieve substantial economies in operat- 
ing costs. 

Although further price increases in 
some industries are necessary, the imme- 
diate business situation calls as a general 
rule for improvements in quality and 
Enterprises will be as- 
sisted in giving consumers more for their 
money by the increases in efficiency 
which have been occurring and which 
can be achieved. 


cuts in prices. 


Improvements in eff- 
ciency are being facilitated by the better 
flow of raw materials and, as I have in- 
dicated, by the growth in the experience 
of supervisors and of the work force. 
Furthermore, before managements de- 
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cide that they cannot afford to adjust 
prices up to the drop in the willingness 
to spend money, they should consider the 
consequences of not reducing them. 

If prices are not reduced, many people 
will begin to spend less than their recent 
incomes. This will mean that expendi- 
tures drop, and as they drop, profits will 
also fall. I do not know which drop in 
profits would be greater—a drop result- 
ing from about the same physical volume 
of goods sold at a smaller spread between 
direct costs and selling prices, or a drop 
resulting from a smaller physical volume 
of goods sold at an unchanged spread be- 
tween direct costs and selling prices. I 
suspect that for business as a whole the 
difference in profits between preserving 
volume through accepting smaller mar- 
gins and sacrificing volume in order to 
preserve margins is not great. 

Certainly it is better for business in 
the long run to sacrifice margins in order 
to preserve employment than to sacrifice 
employment in order to preserve mar- 
gins. Furthermore, if business adjusts 
prices to induce individuals to spend a 
higher proportion of their incomes on 
consumer goods, there is a good chance 
that the greater pressure for lower costs 
will stimulate efficiency and help enter- 
prises preserve the margins between aver- 
age direct costs and selling prices. 


A Changing Pattern of Demand 


During the last three years, the sup- 
port of the boom has varied from year 
to year. In 1947, consumer demand and 
foreign demand were particularly impor- 
tant. In 1948, these two dropped in 
relative importance and private invest- 
ment and government purchases of goods 
The following 
table shows the changing pattern of de- 


and services increased. 


mand during the last three years and the 
approximate pattern which will be needed 
in 1949 to prevent a rise in unemploy- 
ment. 

What long-term trends can be distin- 
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guished in the American economy? No 
one, of course, can pretend to see very 
completely the economic picture of the 
future, and yet if the country enjoys 
peace for the next several decades, sev- 
eral long-term trends seem highly prob- 
able. The following six appear to me to 
be the most probable: 


Government Expenditures To Rise 
expenditures will rise 
about as fast as production, and possibly 
faster. Hence the cost of government 
chargeable against each unit of output 
will not decline and may rise. As every- 
one knows, for several generations gov- 
ernment expenditures have increased 
faster than the national product. Back 
in 1910 expenditures of the federal gov- 
ernment were less than 2 per cent of the 
gross national product; in 1929, they 
were 3.5 per cent; in 1939, 10.6 per 
cent; in 1948, 14.5 per cent; in 1949, 
they will be over 17 per cent. The ex- 
penditures of the local and state gov- 
ernment have also been rising faster than 
the national product. 

The time may eventually come when 
the expenditures of government will not 
rise as fast as production. There have 
been great changes during the last few 
centuries in the relationship between 
government expenditures and_ produc- 
tion. The nineteenth century stands out 
as a time when government expenditures 
in countries of European 


ss 
Government 


civilization 
were low by historical standards in rela- 
tion to production. I see no early pros- 
pect, however, that the ratio of govern- 
ment expenditures to production will 
drop. New demands are constantly being 
made on the government. Military outlay 
will rise; lend-lease will be provided for 
Europe; a support program for crops will 
be maintained, expenditures for roads 
and many forms of public works will 
greatly increase, there will be large sub- 
sidies for housing; and aid to veterans, 
the aged, the sick, and others will be 
increased. 








1946 1947 1948 1949 
(billions) (1948 prices) 

Total gross national 

PrORNCE. 6:5... $209.3 100.0°% $231.6 100.0°% $254.9 100.0°% $265.2 100.0% 
Consumption 

expenditures... .. 147.4 70.4 164.8 71.1 Ld CO7 188.3 71.0 
Gross private 

investment. ..... 26.5 42.7 30.0 13:0 39.4 15:6 32.9 12.4 
Purchase of goods 

by government... 30.8 14.7 28:0 12:1 36.0 14.1 44.0 16.6 
Net foreign 

investment...... S$ 4.7 2.2% $ 8.9 38% $ 1.5 0.6% $ 0.0 0.02% 
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The philosophy of the times requires 
that help be given people who are in need 
and unable to produce. In 1929, pay- 
ments to persons in need represented 
about 1.5 per cent of personal incomes; 
today they represent over 5 per cent of 
all personal incomes. The policy of giv- 
ing to people in need is subject to great 
abuses, but it is inevitable in a humani- 
tarian community. Fortunately, some 
of the government expenditures, such as 
those on roads and on research, are 
highly productive and thus help to in- 
crease the national product. It is likely 
that the expenditures of the federal gov- 
ernment alone will regularly run well 
over one-sixth of the gross national prod- 
uct. This means that by the time that 
the gross national product has reached 
$300 billion, the cash expenditures of 
the federal government will be regularly 
running well over $50 billion a year. 


Taxes May Rise Slowly 


The rate of taxation will not drop 
and may slowly rise. This is an almost 
inevitable result of the huge demands 
being made on the government. If in- 
creases in taxes are necessary, they will 
fall in the main upon corporations and 
upon persons in middle income 
groups. These are the two large sources 
of additional revenue which are _politi- 
cally weak. Consequently they are the 
part of the community from which the 
government will obtain most of any ad- 
ditional revenues which may be neces- 
sary. 


the 


Output Per Manhour Will Increase 


Output per manhour will rise more 
rapidly in the future than in the past. 
In the past, output per manhour has in- 
creased about 2 per cent a year. This 
has been made possible partly by indus- 
trial research and partly by the increase 
in industrial plant and equipment per 
worker. For some time expenditures on 
industrial research have been growing by 
leaps and bounds. They were about 
nine times as high in 1940 as in 1920 
and they are now double pre-war. The 
growth of industrial research is reflected 
in the fact that engineers, physicists, and 
chemists for several generations have 
been increasing from 10 to 14 times as 
fast as the gainfully employed. In the 
last several years the federal govern- 
ment has greatly increased its support of 
research. Much of the work done with 
government support has applications for 
industry. 
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During the last 60 years industrial 
plant and equipment per worker has been 
increasing at about 2 per cent a year— 
though there were serious interruptions 
to this increase during the great depres- 
sion of the thirties and during part of 
the war period. In 1929 industrial plant 
and equipment per worker was a little 
more than twice as large as in 1879. This 
rise in plant and equipment per worker 
was made possible by devoting around 12 
per cent of the net national product be- 
tween 1879 and 1929 to the increase 
of capital. Over half of the increase in 
capital during this period, however, had 
to be devoted to provide plant and equip- 
ment for the new members of the labor 
force. In the future the labor force will 
grow more slowly than in the past. 
Hence a given rate of saving will make 
possible a higher rate of increase in plant 
and equipment per worker. 

No one can estimate accurately the 
rate at which output per manhour is 
likely to rise. The Council of Economic 
Advisers has recently suggested that the 
increase may be about 2.5 per cent a 
year. 
With research expanding more rapidly 
than in the past and with capital per 
worker rising faster than in the past, 
the increase in output per manhour may 
easily run 3 per cent a year, and possibly 
35 per cent or even more. 


This is a conservative estimate. 


Labor Costs Will Be Higher 

The hourly earnings of employees will 
rise faster in the future than in the past, 
and probably faster than output per man- 
hour. Hence labor cost per unit of pro- 
duce in the economy as a whole will 
probably rise over the long run. During 
the last hundred years, hourly earnings 
have risen at about the same rate as 
output per manhour. At any rate, the 
advance of wages during this period has 
not been so fast-as to bring about much 
of a rise in the general price level— 
though it has been fast enough to prevent 
a fall in the general price level. In other 
words, the gains of technological prog- 
ress have gone in the main to employees, 
not to consumers. 

During most of the last hundred years, 
strong unions have been limited to a few 
industries. In the future there will be 
strong unions in most industries. Many 
people believe that unions will not be 
able or willing to push up wages faster 
than the rise in output per manhour. 
Between 1946 and 1947, however, 


hourly earnings in manufacturing in- 
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creased 11.9 per cent and between 1947 
and 1948, 8.7 per cent. This is around 
three to four times as fast as output per 
manhour is likely to grow. Undoubt- 
edly the last several years have been un- 
usually favorable to increasing both 
money wages and prices, and undoubt- 
edly also the rise of money wages in the 
long run will be much slower than dur- 
ing the last several years. Nevertheless, 
I have difficulty in believing that the 
strong unions which are likely to exist in 
American industry will be content with 
pushing up wages no faster than output 
per manhour. Consequently, I reach the 
conclusion that labor costs per unit of 
product are likely in the long run to 
rise. 
Pric2 Tre:d Is Upward 

The long-run movement of prices is 
likely to be upward. This is almost in- 
evitable if hourly earnings rise faster 
than output per manhour. The prospect 
that the long-run rise in prices will be 
upward is of importance. Al- 
though the economy has frequently op- 
erated during short periods under con- 


great 


ditions which led most people to expect 
a short-run rise in prices, it has not op- 
erated under conditions which led the 
community to expect a long-run rise in 
prices. In fact, the community seems to 
have taken it more or less for granted 
that in the long run the price level would 
not change very much. This expectation 
of no long-run change in the price level 
will eventually be replaced, I believe, 
by the expectation of a slow rise in 
prices. Even if prices increase at only 2 
per cent a year, the price level would 
roughly double in a period of forty years 
—the working life of most people. 
Property Income To Drop 

The share of employees in the na- 
tional income will continue to rise and 
the share of property will continue to 
drop. This will be the result of the rise 
Back in 1880 


about 25 per cent of the national income 


in capital per worker. 


went to property owners in the form of 
rent, interest, and corporate profits. To- 
day that proportion is around one-sixth 
or one-seventh, depending upon how one 
measures the national income. 

It may seem strange that a rise in 
should be 
panied by a decline in the proportion of 
the national product going to property. 
The explanation is simple. It is that 
capital is not easily substituted for labor. 
There is, of course, a possibility that the 


capital per worker accom- 
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growth of industrial research will cause 
capital to become more easily substituted 
for labor. If it becomes sufficiently easy 
to substitute capital for labor, an in- 
crease in capital per worker will raise, 
rather than reduce, the share of prop- 
erty in the national income. At present, 
however, there is no evidence that capi- 
tal will be more easily substituted for 
labor. Consequently, one must conclude 
that trends of the past are likely to con- 
tinue, and that as capital per worker in- 
creases, the share of property in the na- 
tional income will slowly decline. 

Many of you, I am sure, will question 
whether these observations of mine con- 
cerning probable long-run trends make 
sense. You will have difficulty in seeing 
how capital per worker can be expected 
to increase if taxes per unit of product 
do not drop and if labor costs per unit of 
product continue to rise. My conclu- 
sions assume that the price level will be 
permitted to adjust itself to increases in 
costs. If it is not allowed to do this, then 
these views of long-term trends must 
be drastically revised. 


Trend to New Investment Sources 


I concede that the sources of invest- 
ment funds in the future are likely to 
be quite different from the sources in 
the past. In fact, during the last 15 
years there have been important changes 
in the sources of investment funds. The 
willingness of individuals to invest in 
American corporations has been very low 
and is likely to continue to be low unless 
new groups of individuals can be per- 
suaded to become owners of corpora- 
tions. The estimates of the Securities 
and Exchange Commission indicate that 
for the period 1933 to the end of 1948, 
there was a net drop of nearly $700 mil- 
lion in the investments of individuals in 
the stocks and bonds of corporations. 
Indeed, in 10 out of the last 16 years, 
the investment of individuals in corpo- 
rate stocks and bonds diminished. Dur- 
ing this same period, however, the in- 
vestments of individuals in private life 
insurance were booming. Between 1933 
and the end of 1948, investments of in- 
dividuals in life insurance and annuities 
accounted for $36.7 billion of personal 
Life and annuities 
will likely continue to be an important 


savings. insurance 
source of investment-seeking funds. 
Corporations have always financed a 
considerable part of their capital needs 
by plowing back earnings. Indeed, dur- 
(Continued on page 144) 





May, | 


ton 
prol 
be a 
to Si 
clusi 
and 
of v 
is C 
high 
you 
futu 
latic 
tual 
I hz 


saye 


that 
cha 
age 


pre 
is \ 
car 
em| 
not 
Aci 
nit 
poi 
pre 


col 


pre 
ar 


» 1949 


Cause 
tuted 
’ easy 
n in- 
raise, 
Prop- 
esent, 
capi- 
d for 
clude 
) Con- 
er in- 
e na- 


stion 
con- 
make 
eeing 
ected 
oduct 
it of 
nclu- 
ill be 
es in 
then 
must 


vest- 
ly to 
25 in 
t 15 
inges 
The 
st in 
low 
nless 
per- 
yOTa- 
rities 
that 
948, 
mil- 
Is in 
ions. 
ears, 
\rpo- 
Jur- 
» In- 
life 
1933 
f in- 
ities 
onal 
ities 
tant 


ed a 
eeds 


dur- 





May, 1949 


EDISON ELECTRIC INSTITUTE BULLETIN 


It’s in the Cards 


By C. B. Boulet 


Wisconsin Public Service Corp. and Chairman, EEI Industrial 


An address presented at the National Conference of Electric and Gas 


NGRAVED in stone over the en- 
trance to one of the new gov- 
ernment buildings in Washing- 

ton are these words, “What is past is 
prologue.” Perhaps that phrase would 
be a better title because what I am going 
to say to you is nothing more than con- 
clusions reached through past experience 
and a study of today’s trends in the light 
of what has already happened and what 
is currently happening. It would be 
highly presumptuous on my part if I led 
you to believe that I could foresee the 
future so far as labor-management re- 
lations are concerned—If I could ac- 
tually tell you all that is “in the cards.” 
I have no crystal ball. I am not a sooth- 
saver nor fortune teller. 


Labor Legislation 


Many of you are aware of the fact 
that Congress is giving consideration to 
changes in laws relating to labor-man- 
agement relations. The Taft-Hartley 
Law will be changed, although from 
present indications whatever new law 
is written to replace Taft-Hartley will 
carry many of the provisions that are 
embodied in the present law. There will 
not be a full return to the old Wagner 
Act. Because this legislation is defi- 
nitely in a state of flux, there is little 
point in attempting to tell you what to 
prepare for. 

Perhaps more important to you as ac- 
countants are the changes which are 
being made in the Wage and Hour Law, 
properly known as the Fair Labor Stand- 
ards Act. These changes will definitely 
affect calculation of overtime pay, they 
will increase the minimum wage rate 
to perhaps 75 cents, and more important, 
it is quite possible that the entire ad- 
ministration of the law will be placed 
directly in the hands of the Secretary of 
Labor. One of the most important pro- 
visions in the amendments which are 
very likely to be passed, is the giving 
to the Department of Labor the right 
to bring suits for back pay against em- 
ployers who have violated the law. An- 
other result of this change would be to 
te-define administrative, executive and 
professional employees with a wage rate 
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for exemption set at $350 a month, or 
more. 

Looking at the over-all picture, there 
are two outstanding facts in current 
trends relating to employee-employer 
relationships which should be recognized. 
The first is the rising power of labor 
as represented by organized unions. 
Membership in unions has_ increased 
from about 3,000,000 in 1933 to ap- 
proximately 15,000,000 today. Coupled 
with this rise has been growth in power. 

In the past few years labor leaders 
have strained to direct this power into 
channels which would produce the great- 
est benefits for unions, their members, 
and, of course, their leaders. This drive 
for power of unionism is at a high level. 
Plans of both the AFL and CIO con- 
template complete political organization 
of workers at the shop or ward level. 
There is no hesitancy on the part of 
union leadership to tell the world that 
they have their foot in the stirrup and 
expect soon to be in the saddle. The 
drive goes further than union member- 
ship through the press, the radio and 
even the schools. The doctrines and aims 
of unionized labor, the needs of more 
power for labor are being preached. La- 
bor is coming of age. We must recog- 
nize this fact. 


Labor’s New Demands 


Don’t misunderstand me. I have no 
fight with labor. These efforts on the 
part of labor are not necessarily illegiti- 
mate. They follow the pattern of other 
pressure groups, but because of the scope 
of union organization and the planning 
of its program, union efforts will bear 
more fruit than the divided efforts of 
other less organized groups. I am merely 
pointing out the facts as they exist and 
only because they have a bearing not 
only on the labor-relations picture but 
also on the national economy. Labor is 
rapidly drawing into a position where 
any program which it sponsors will, of 
necessity, be given consideration by Con- 
gress and many of the plans and pro- 
grams of labor will be activated, if not 
through collective bargaining, then 
through compulsion of law. 


Page 141 


Relations Committee 


Utility Accountants, 


Organized labor, because of increasing 
resistance to demands for higher wages, 
is directing its effort toward securing 
greater social benefits for its members. 
ihe drive is two-pronged—consisting of 
demands on employers for increased 
benefits on the one hand, and similar de- 
mands on government on the other. 

The push for greater social benefits, 
including higher old-age pensions, health 
insurance, disability insurance, unem- 
ployment compensation and_ socialized 
medicine is finding a sympathetic ear im 
the halls of Congress. Under an as- 
sumed mandate from the people, the 
party in power has proposed liberalizing 
changes in our present social legislation 
as well as the addition of new measures 
to give full protection against want, fear, 
sickness, accident and death, virtually. a 
complete cradle-to-the-grave program. 


Labor-Inspired Socialism 


There is a disturbing effect in the 
coupling of labor’s increased power and 
the use of this power to broaden social 
benefits dispensed by the central govern- 
ment. The joining of labor’s demands 
to the program of the administration to 
increase and add to these benefits is 
quite definitely accelerating the trend 
which is gradually changing this country 
from a republic with a democratic form 
of government with free enterprise, from 
a capitalistic system, to a nation oper- 
ating under a system of socialism, or 
statism, similar to the forms of govern- 
ment which have long existed in many 
European countries and which more, re- 
cently have been developing in England. 

There may be some skepticism. re- 
garding this statement but a quick glance 
at the principles of socialism as expound- 
ed by its disciples and incorporated in 
the party platform in 1932 and a com- 
parison of these tenets with what we 
have today is convincing evidence that 
we are well on the road to socialism in 
this country. 

The Socialist platform of 1932 includ- 
ed a number of planks which at that time 
were deemed radical and not democratic. 
Since 1932 many of these socialist ideas 
have been incorporated in our democratic 
system of government. sal 
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I need not tell you anything about 
government in business. We in the 
electrical industry know full well what 
the trend has been. Mr. Truman in his 
January message to Congress suggested 
additional government ventures into 
other fields—steel, for instance. 


Expanding Government Control 


Here are some other socialist ideas 
that are facts today. We have govern- 
ment control of prices, government con- 
trol of credit, the currency and banking, 
high graduated income taxes, high taxes 
on corporation profits, government pay- 
ments to the aged and disabled, govern- 
ment payments to the unemployed, mini- 
mum wages set by law, government in 
the insurance business, and high inher- 
itance taxes. We have proposals in Con- 
gress for socialized medicine and for fur- 
ther government inroads into private 
business. We have all of these things 
and the trend is for more and greater 
government control of our entire 
economy. 

Coupled with all of these things which 
I presume are prologue, is the constant 
effort on the part of our economic plan- 
ners to create an antagonistic attitude 
on the part of labor and the public 
toward business. They know well that 
so long as a spirit of cooperation exists 
between labor and industry, so long as 
the public is quiescent or friendly toward 
business, plans to develop a controlled 
economy are more and more difficult to 
execute. 

I do not believe it is necessary to pre- 
sent to this group the reasons why the 
trend towards socialism, toward govern- 
mental planning and the placing of 
greater and greater power in central 
government is fraught with danger to 
both the economic welfare of our nation 
and the freedom of all the people. 
I think perhaps this has best been said 
in the editorial which appeared in the 
Omaha World-Herald a short time ago 
entitled, “God Hates a Coward.” To 
refresh your memory I quote a small part 
of this editorial. “Here in our own 
America, the State is taking control and 
ownership of the people. It is using the 
power to tax to destroy their indepen- 
dence and self-reliance. It is converting 
free men into vassals and dependents. 
It is devouring the substance of self- 
supporting people to render them self- 
supporting no longer and to establish a 
condition of universal reliance upon the 
biased paternalism of a Great White 
Father—a ‘father’ corrupted and cor- 
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rupting, since great power does corrupt 
and absolute power corrupts absolutely.” 

To simply point to a trend and voice 
opposition to a developing situation with- 
out an effort to discover the causes or the 
reasons for the change, or the remedies 
if the change is not good, would be a 
waste of both time and effort. On the 
other hand, to attempt a careful analysis 
of all the causes of the development of a 
super government which affect all phases 
of our economy would take much more 
time than we have available. I will 
therefore try to confine my conclusions 
to those factors which are involved only 
in the relations between management 
and labor. 

Wherein has the system of free enter- 
prise, which has produced more material 
wealth and benefits for all groups of 
citizens, failed? Why have workers’ 
organizations turned to government for 
security as an alternate means of achiev- 
ing their desires? Is this an Achilles 
heel in the management of the free en- 
terprise system? 

If so, what course should industrial 
management set which will meet the 
requirements of an age in which security 
is paramount in the minds of workers? 
What position should management take 
when it is faced with demands of labor 
provisions which will give greater social 
security and protection to all workers 
with the threat that unless management 
finds a solution, government will do so? 


Not High Wages Alone 


Certainly, if management is to attempt 
to solve these problems, it must know 
something more of what workers think 
and what they want. 

Careful research has given strong 
credence to the statement that workers’ 
desires are not satisfied with high wages 
alone, nor are they satisfied with auto- 
mobiles, radios, electric appliances or the 
other material things of life alone. Test- 
ing of employee thinking has indicated 
that underlying and fundamental de- 
sires of workers fall in just a few cat- 
egories. “Two of these are, perhaps, the 
most important to this discussion. 

The first is security. Workers want, 
in preference to a high wage with a 
chance of lay-off—or loss of income— 
security of employment, a steady job. 
Workers fear unemployment; they fear 
a return to depression with a need for 
accepting charity or the dole to main- 
tain life. 

Workers want security against a des- 
titute old age. They want security 
against inability to earn because of phys- 
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ical handicaps due to accident or poor 
health. They want security against 
misfortune to themselves or family. 

Facing the facts as they exist today 
and knowing something of the thinking 
of men individually and collectively, 
management must next take stock of 
what it has done and what it can do to 
meet the challenge. 


A Program of Action 


Perhaps through an enumeration of 
several definite actions we can arrive at 
a fairly well defined program. 

1. Any problem to be solved requires 
investigation, research, thought, and dis- 
cussion, whether the problem be one of 
proper materials to be used, technolog- 
ical developments, invention, plant im- 
provement, sales, advertising, or public 
relations. What is true of all of these 
problems is likewise true of human 
relations. 


If management is truly interested in 
meeting what well may become a chal- 
lenge to the effectiveness of the free mar- 
ket system in its relationship to human 
welfare, it must devote a substantially 
larger part of its thinking and planning 
to the solution of these problems which 
are foremost in the minds of workers. 

Management must come to the real- 
ization that an antagonistic approach to 
problems of human welfare and constant 
and unrelenting opposition to these deep- 
seated objectives and desires of workers 
in the free enterprise system, will not 
solve the problem, but instead will turn 
these demands into channels which will 
eventually seek a new system and per- 
haps a new form of government. 

2. Management must understand the 
fundamental facts incident to benefit 
plans. It must know much more than 
it has in the past regarding pension 
plans, for instance. It must have knowl- 
edge of the actuarial requirements, nec- 
essary reserves, proper benefits, costs, 
types of plans, relation of employees’ 
earnings to benefits, and problems in- 
volving the installation and operation 
of pension plans. 

The same is true of other plans for 
social benefits. It is impossible for 
management to plan wisely or adequately 
for any type of security program without 
first being familiar with the facts. 

3. Management must seek to develop 
techniques designed to level out the 
mountains and valleys of employment. 
The dread of being without a job grips 
the imagination and the heart of a great 
majority of individual workers. 
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This is not a problem which can be 
solved only through the payment of 
unemployment compensation by govern- 
ment, which is simply another name for 
the dole. Numerous organizations have 
already made substantial strides in elim- 
inating or reducing unemployment to a 
minimum. Public utilities are in an 
enviable position in this field because of 
the comparatively steady production and 
sales of utility services. In virtually no 
other industry is employment as steady 
from year to year. It is one of the ad- 
vantages that the utility industry has 
to offer workers, but the number of 
utilities which have capitalized on this 
natural asset and developed it to a state 
where it can be used as an employment 
guarantee, can be counted on the fingers 
of one hand. Management must ex- 
plore this field on an unbiased, broad, 
constructive basis. 

4. Effort must be made by manage- 
ment to find ways and means of meeting 
the costs incident to human welfare 
needs of its people through the use of 
reserves similar to reserves set up for 
other programs. 


Depreciation for Personnel 


You, as accountants, recognize the 
importance of putting aside a portion 
of earnings for, for instance, depreciation 
purposes. Many companies have made 
plans to retire employees as well as ma- 
chines through a similar process. Few, 
if any, however, have given any thought 
or study to the possibility of accrual of 
reserves which should be recognized for 
rate-making and taxing purposes for the 
purpose of providing other social benefits, 
health protection, protection against 
periods of low production, protection 
against disability because of accident or 
sickness. 

If it is logical, and it seems to be, to 
accumulate surplus to guarantee contin- 
uity of payments of dividends to the 
owners of a business, why should it not 
be just as logical to protect incomes of 
those people who work to produce the 
company’s income. It certainly cannot 
be considered paternalistic to propose 
that benefits to employees, as well as 
wages, come from the earnings of pro- 
duction of the workers rather than in- 
directly through government. These 
benefits can materialize through careful 
study based on the assumption that em- 
ployees can achieve their desires through 
cooperative efforts to increase produc- 
tion. It is only through production that 
benefits of any kind can be secured, and 
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I see nothing wrong with the plan of 
utilizing a part of the proceeds of pro- 
duction to guard against a rainy day, 
not only for stockholders, but for em- 
ployees as well. 

Secondly, the workers seek recogni- 
tion. I do not mean recognition as part 
of a bargaining unit nor recognition of 
a union. I refer to workers as human 
beings. The concept of labor or the 
laborer as another tool or as raw material 
to be bought at a stipulated price—wages 
—has no place in the thinking of mod- 
ern management. 


Individuals Not Numbers 


Men want to have the dignity of 
being treated as humans, of being part 
of the team, of knowing and sharing the 
responsibility of running the business 
successfully. Men want to be individ- 
als, not numbers. They want to feel 
that they are doing a vital part of the 
whole operation, that the job each is 
doing is important. 

This problem of creating esprit de 
corps, of making each man and woman 
in the organization feel that he is part of 
the team, is such a simple matter that it 
hardly needs detailed explanation. No 
one can play on a team unless he under- 
stands the game that is being played, 
unless he knows his function in each 
play of the game, unless he knows the 
rules and the signals and unless he knows 
the score. Finally, it is elemental that 
these players, if they are to get the sense 
that they belong, must get a little ap- 
plause for their effort. 

That is management’s duty—to give 
the members of this team sufficient in- 
formation so that they may understand 
the operation of the project on which 
they are engaged, their part in its execu- 
tion and the results of the company’s 
operations. Add to this a share in the 
credit or benefits that accrue to the 
company because of a job well done by 
the team and recognition of the contri- 
bution of each member, and the problem 
is solved. 

While methods of opening the chan- 
nels of information from management to 
employees are well understood and in- 
clude such vehicles as company mag- 
azines, letters, bulletin boards, employee 
and stockholder reports, special bulletins 
and employee meetings, there are two 
factors which tend to impede the func- 
tioning of the information-giving process. 

The first is lack of recognition by 
management of the importance of the 
task at hand, and the consequent dele- 
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gation of the job to some individual who 
does not understand the problem and 
lacks the knowledge and/or ability to 
meet it. Management goes its way, 
solving the important problems of 
finance, markets, product improvements, 
and customer relations, but neglects this 
vital one. 

The second impediment relates to 
language. Employees like straight-from- 
the-shoulder facts expressed in straight- 
forward, everyday language. That’s why 
they read and like labor publications. 
Management, however, in releasing in- 
formation to employees must be sure that 
stockholders are not displeased, that the 
language used is in proper legal form, 
according to counsel, that not too much 
is said—and as a result, employees fail 
to read or understand communications 
supposedly designed for their information. 

Management must meet employees in 
an atmosphere of cooperation, not an- 
tagonism. Employee problems must be 
viewed from the employee angle, not 
management’s. After all, there is not a 
natural dividing line or a fence between 
employees and management or employees 
and owners. 


An Investment in Workers 


We who represent management must 
discard the idea that the worker is 
something apart and of necessity opposed 
to management. We must recognize 
the individual, whether he be a messen- 
ger boy, clerk, janitor, or lineman as a 
human being who was born, lives and 
will die even as you and I. We must 
recognize him as an individual with 
problems, of housing, health, love, chil- 
dren, and sickness, the same as we have 
those problems. We must see in him 
a man who needs fellowship, recognition, 
sympathy and understanding and who 
must have self-respect and wants to be 
part of the team. 

In setting the goals which I have 
mentioned, we might well ask ourselves 
if the solution of these problems in this 
manner is in. keeping with the objectives 
of management. Does the proposed 
solution of these problems conflict with 
the profit motive which has been the 
predominating force behind the Amer- 
ican system? 

The answer is simple. The solution 
of employee wants is in perfect harmony 
with the entire theory of the free enter- 
prise system. There are numerous 
proofs that the worker who knows he is 
being treated fairly is the most loyal 
worker, and also the best producer. I 
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do not think additional proof is needed 
to the statement that a satisfied employee 
is productive, or that greater production 
and better production is achieved by a 
contented, happy work group than 
could possibly be achieved by a group of 
frustrated, dissatisfied, worried em- 
ployees. So, from the standpoint of good 
management under our present system 
these fundamental worker problems must 
be solved. 


Human Freedom 


Capitalism stands on the threshold 
of a great opportunity, the opportunity 
to save for the world the greatest thing 
that has come out of any economic sys- 
tem—human freedom. But that sal- 
vation is not possible unless the manage- 
ment of this system shows a high degree 
of statesmanship, a statesmanship which 
recognizes the privileged position busi- 
ness holds in this economy, recognizes 
that the rights given to business and in- 
dustry have been given by the people 
and are not of necessity the divine rights 
of kings, but rather are enduring only 
at the will of the people, and that men 
and women who serve the system of free 
enterprise also have inherent rights and 
privileges that must not be abrogated. 

In closing, may I recite a little Chinese 
proverb on which the work of that new 
organization called the “Christophers” 
is built. It goes, “Better to light one 
candle than to curse the darkness.” It 
asks in these few words for constructive, 
objective thinking. 

I hope that today I may have suc- 
ceeded in lighting at least one candle. 
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Some Trends in the American Economy— 
Short Run and Long Run 
(Continued from page 140) 


ing the period 1910 to 1929, retained 
earnings were about 52.3 per cent of 
total profits. Retained earnings will un- 
doubtedly continue to be a major source 
of corporate funds. With the labor force 
growing more slowly in the future than 
in the past, funds from life insurance 
companies, retained earnings, and term 
loans from banks plus some funds ob- 
tained directly from the general public 
will make it possible for capital per 
worker to grow as rapidly as in the past. 
There is always the possibility, of course, 
that companies will succeed in tapping 
important new sources of funds by bring- 
ing out new types of securities, such as 
preferred stocks which are attractive to 
investors of moderate means. And if in- 
vestment-seeking funds should become 
chronically scarce, there is the possibility 
that industry will be able to meet the 
problem by developing capital-saving in- 
ventions. The great growth of technol- 
ogy gives industry a far greater capacity 
to adapt itself to new conditions than it 
has ever possessed in the past. 

Let me summarize these observations 

on long-term trends: 

1. Government expenditures are likely 
to rise as fast as the output of the 
economy and possibly faster. 

2. Tax rates are likely to be at least 
as high as they are now. 

3. Output per manhour is likely to 
rise faster than in the past. 


Joint Accounting Conference At 
Detroit, Biggest and Best 


(Continued from page 132) 


“Customer Accounting Costs and 
Production Comparisons” were pre- 
sented by M. J. Walsh, Consolidated 
Edison Co. of New York, Inc. 

The General Conference Luncheon, 
Wednesday noon, was a feature which 
similar conferences have not had in re- 
cent years. The Planning Committee 
was fortunate in obtaining for this 
luncheon two speakers of national promi- 
nence. Robert W. Hendee, president 
of the American Gas Association and 
also of Colorado Interstate Gas Co., 
Colorado Springs, first addressed the 
gathering. He stressed the importance 
of accountancy in making clear, and giv- 
ing wide publicity to, the facts of busi- 
ness life which, if thoroughly under- 


stood, will save the nation from a collec- 
tivist economy. He was followed by 
Justin R. Whiting, whose thought-pro- 
voking talk on “Safeguarding Our Fu- 
ture Through Sound Rates and Financ- 
ing,” is printed elsewhere in this issue 
of the BULLETIN. 

Acknowledgment should be made of 
the wholehearted cooperation of the two 
host companies, The Detroit Edison Co. 
and Michigan Consolidated Gas Co., 
and especially of the work of Doug EI- 
liott and Al Finly, delegated by those 
companies, respectively, to the care of 
the local details on arrangements which 
count so much in the success of a con- 
ference, 


4. Hourly earnings likely to rise 

faster than output per manhour. 

5. Prices are likely to advance slowly, 

6. The share of employees in the na- 

tional product is likely to grow. 

By far the most important item in this 
list is the prospect that output per man- 
hour will grow more rapidly in the 
future than in the past. This is impor- 
tant because the rate at which output 
per manhour changes determines what 
happens to the average standard of living 
in the community. Regardless of the 
trend of taxes or prices, the standard of 
living will rise provided output per man- 
hour increases and provided reasonably 
full employment is maintained. This last 
proviso is important because a rapid rise 
in output per manhour may be accom- 
panied by a high level of unemployment, 
as the experience of the thirties shows. 
If output per manhour rises rapidly, and 
full employment is maintained, the 
standard of living will also rise rapidly. 

It is easy to be too pessimistic about 
the long-span prospects of the economy. 
Most people are unaware of American 
industry’s tremendous capacity for 
growth, and have difficulty in visualiz- 
ing the results of growth. The typical 
behavior of the economy is expansion. 
In 44 out of the 60 years between 1889 
and 1948 inclusive, the national product, 
expressed in dollars of constant purchas- 
ing power, was greater than in the pre- 
ceding year. 

Even if output per capita were to 
grow no faster than it did during the 
forty years between 1889 and 1929, it 
would be nearly $3,000 (in terms of 
present dollars) by 1980. This would 
mean an annual income of almost $9,000 
for a family of three. If the growth in 
the future were to be around 3 per cent 
a year, per capita income by 1980 (in 
terms of present dollars) would be about 
$3,945, or nearly $12,000 for a family 
of three. This amount might well be 
regarded, I think, as a reasonable target 
for the economy. It is well within the 
range of practical achievement provided 
the country is fortunate enough to enjoy 
peace and provided the people of the 
country understand that their well being 
depends fundamentally upon the produc- 
tivity of industry and are willing to make 
the encouragement of productivity 4 
principal objective of public policy. 
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The Lack of Risk Capital 


By Richard W. Courts 


Partner and Head of Courts & Co., Atlanta, Ga. 


An address before the Sixteenth Annual Conference, Southeastern Electric Exchange, Boca Raton, 


ISK capital, venture capital, equi- 
R ty capital may differ in their 
initial uses. They all represent 
junior capital subject to all the risks and 
hazards of the business. They all repre- 
sent ownership of the business, usually 
in the form of common stocks. So I 
will refer to all such capital as risk 
capital. 

The critical shortage of risk capital 
is borne out by the fact that common 
stocks of sound companies are selling 
today at substantially less than book 
values, in many cases at and below net 
current assets, with no value whatsoever 
attached to physical properties, manage- 
ment and good-will. The entire capitali- 
zation of many companies is priced in 
the public market at only two to five 
times one year’s earnings—this at a time 
when business and profits have been 
running at an all-time high. 


Risk Capital Markets 


The day-to-day trading in common 
stocks provides the maaket place for risk 
securities—the prime purpose of that 
market is to absorb new issues of risk 
securities in order to supply new capital 
to industry. The size of the market gov- 
erns its ability to absorb new issues. 
The principal market place for risk se- 
curities is the New York Stock Ex- 
change. When that market is active 
and large, the market for over-the- 
counter securities and new issues is like- 
wise active and large. When the volume 
on the New York Stock Exchange is 
low and thin, the same prevails for over- 
the-counter securities. 

For the past 11 years the average 
annual volume of shares traded on that 
Exchange was less than the shares traded 
in the year 1901, 62 per cent of 1932 
volume, the worst depression year of 
all history, and less than 60 per cent of 
the so-called normal year 1926. For 
the past nine months the volume on an 
annual basis was at the rate of 92 per 
cent of 1901. In 1901 there were less 
than 70,000,000 shares listed on the 
Exchange; today there are over 2 bil- 
lion shares listed. 


Florida, April 15, 1949 


Our country has grown rapidly and 
tremendously, but American industry 
has grown even more. It is called on to 
supply not only our own requirements 
but a substantial part of the require- 
ments for rehabilitating a major portion 
of the world. We are attempting to 
finance this great American industry 
of 1949 with a public market the size 
of 1901. It just cannot be done. In my 
opinion it will require a market twice 
the volume of 1926 to supply the new 
risk capital needed by industry. 


Gulf Oil Stock Decline 

Let’s review the disastrous effects on 
the public market by recent risk-capital 
financing. On Jan. 2, 1948, Gulf Oil 
Corporation common stock sold at 75% 
on the New York Stock Exchange. 
Shortly thereafter it became known that 
the company would sell 2,269,050 of 
additional common stock. The market 
price of the stock promptly declined to 
60. The new stock was offered to stock- 
holders at 51 to induce them to take it. 
By Feb. 10, expiration date of the rights, 
the stock was quoted at 5834. This 
means the Gulf stock declined 22.43 
per cent, while the Dow-Jones Aver- 
ages, comprising 30 high-grade common 
stocks, declined in the same period 8.50 
per cent. It means that Gulf Oil re- 
ceived over $55 million less for its stock 
on Feb. 10 than the market said it was 
worth on Jan. 2. 

The decline of this stock pulled down 
all the other oil stocks—this in spite of 
the fact that Gulf Oil and the entire oil 
industry were earning at the highest 
rates in history. The Texas Company 
and Cincinnati Gas & Electric, old 
established companies, had similar ex- 
periences. 

In January, 1949, the Bethlehem Steel 
Corporation did bond and common stock 
financing. They sold some 628,000 
shares of Treasury stock at $30.70 per 
share: the book value of that stock 
was 63.05 per share, meaning that the 
company received some $20,314.000 less 
than book value for it, meaning that 
every share of old stock was diluted— 


this in spite of the fact that the com- 
pany showed earnings of nearly $5.00 
per share in 1947 and about $9.36 per 
share in 1948. The company received 
the money, but what a price they paid 
for it! 

The American Telephone & Tele- 
graph Company, whose common shares 
are widely owned by trust accounts and 
small investors, including employees, 
women and children, faced with urgent 
expansion to meet public necessity, has 
increased the debt of its System from 
about $1,200,000,000 to about $3,400,- 
000,000, an increase of $2,175,000,000 
or 176 per cent in the past eight years. 
The System debt is now 50.5 per cent 
of invested capital, which I would feel 
is dangerously high. Insurance compa- 
nies and savings banks are loaded with 
telephone bonds and cannot forever con- 
tinue to buy additional bonds. 


Bell System Financing 


I see estimates that the Bell System 
will still need some $2 billions for capi- 
tal expenditures the next few years; 
about $1 billion to come from the pub- 
lic markets. To complete such a pro- 
gram, and to bring the debt ratio of the 
System back to 35 per cent of invested 
capital, would require some $1,700,000,- 
000 of risk capital—nearly four times 
the amount of risk capital raised by all 
of American industry in 1948 and within 
$200 million of all raised in the past 
three years. 

Let’s examine the potential demand 
on the public markets for risk capital 
in the future. Able economists state 
that with our unprecedented national 
debt the gross national product must be 
maintained at some $194 billions per 
year for the next four or five vears to 
keep us out of a major depression. At 
present, the gross product is running in 
excess of that figure, but it must be main- 
tained. 

These economists say this national 
gross product can be maintained if 
American industry is willing and able 
to spend $21 billions per year for capital 
expenditure for the next four or five 
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years. In 1946 these capital expendi- 
tures were $14.5 billions; in 1947, $18 
billions; in 1948 about $21 billions. To 
maintain this pace represents an im- 
mense undertaking by American indus- 
try. In 1938, capital expenditures were 
not $21 billions, they were $4.7 billions ; 
in 1939, $8 billions; in the boom year 
1929, $12.5 billions—in the depression 
year 1932, $1.2 billion. 

How can this $21 billion per year be 
raised? Economists say that some $14 
billion can come from the inside, that 
is, from earnings and reserves for de- 
preciation, that the other $7 billions 
must come from the public markets and 
that over half that $7 billion should be 
in the form of risk capital. The utilities, 
telephone companies, natural gas com- 
panies alone are estimated to need over 
$3 billions per year, half of which should 
be risk capital. 


Public Market Sales Diminish 


At no time in history have the public 
markets faced such a task. In the post- 
war period 1922 to 1927, when our 
Government debt was about 1/12 of 
its present size and when public mar- 
kets were functioning in orderly fashion, 
only $1.8 billions per year were re- 
ceived by the sale of new securities. Re- 
quirements for the next few years will 
be 3% times that amount. From 1931 
to 1940 less than 1/10 of $1 billion 
per year on balance came from the pub- 
lic markets. From 1941 to 1946 there 
was no capital on balance provided by 
the public markets. War production 
was financed by the Government. 

I want to give you some figures now 
that to me are most disturbing: 


EDISON ELECTRIC INSTITUTE BULLETIN 


year of new financing, meaning corpora- 
tions have not only increased debt but 
have drawn on accumulated reserves. 


Threat of Government Loans 


In the event of severe depression, the 
Government might well have to supply 
additional capital to industry, not in the 
form of loans but in the form of risk 


capital, meaning Government owner- 
ship — on the other hand, our Federal 
Government with all of its commit- 


ments might have to resort to further 
devaluation of the currency with untold 
suffering to the holders of some $262 
billions of life insurance and savings. 
Are we willing to risk such possibili- 
ties? If so, why have we fought to save 
Europe for democracy? If so, why the 
Marshall Plan? 

American industry in the three post- 
war years has not been able to pay a 
fair percentage of earnings as dividends. 
In the years 1946 through 1948 about 
40 per cent of earnings was paid as 
dividends compared to 66 per cent in 
1929 and about 75 per cent in 1939. 

Managements know they face the fol- 
lowing facts: They know that when 
dividends are paid out they are promptly 
siphoned away from the recipients in 
the form of taxes and unavailable to 
come back to corporations in the form of 
capital. They know that large estates 
forced to sell common stocks for taxes 
are competing for what risk capital does 
exist. They know that old plants must 
be replaced out of depreciation and earn- 
ings, otherwise corporations would lose 
productive capacity and earning capacity. 
Depreciation reserves at the allowable 
rates have not been sufficient to rebuild 





Domestic Corporate Financing—1946-1948 Inclusive 


1946 1947 1948 
New Corporate Financing....... $6,508,777,181 $6,276,745,020 $5 934,456,563 
Dest Securieees... ..... 2.26... $4,435,961,800 $4,771,309, 634 $4,999 071,795 
Per Cent of Total....... 68.15%, 76.02% 84.24% 
Common Stock. ............5. $804,387 ,001 $659,154,129 $495 969,673 
Per Cent of Total........ 12.36% 10.50% 8.367 
Preferred Stocks............. $1,268,428,380 $846,281,257 $439,415,095 
Per Cent of Total........ 19.49% 13.48% 7.40% 





Information taken from The Commercial and Financial Chronicle, Jan. 31, 1949. 


In these postwar years new debt 
financing totals over $14 billions, com- 
mon stock financing $1.9 billions. New 
debt is nearly 714 times new common 
stock capital—all this at a time when 
business was at an all-time high in sales 
and earnings. That is what our tax 
structure has brought. If industry can’t 
finance with risk capital in good times, 
it never can. The public markets have 
not supplied the needed $7 billions per 


plants at present costs. Therefore, a 
substantial portion of earnings after 
taxes has had to be used or earmarked 
for such purpose. 

So far as stockholders are concerned, 
earnings and dividends mean little. It 
it interesting to note that for each $100 
earned by a corporation before taxes, 
after said corporation pays 38 per cent 
tax, if it then pays 45 per cent of the 
remainder, namely, $27.90, as dividends, 
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the stockholder in the $25,000 income 
bracket keeps as little as $13.41 of the 
$100 earned—the man in the $200,000 
bracket keeps as little as $4.99, out of 
which State income and ad valorem 
taxes must be paid. Why should they 
want to own American industry! 

Savings have reached an all-time high, 
but far too little has gone into risk 
capital. Liquid savings of individuals, 
including life insurance, have risen from 
some $82.6 billions in 1939 to $262.1 
billions in September, 1948, an increase 
of 217 per cent. All stocks listed on 
the New York Stock Exchange had a 
market value in 1939 of $46.5 billions, 
now about $66 billions, up only 41 per 
cent. A vast portion of our national 
income after taxes has accumulated in 
the hands of little people, paying little 
or no taxes. 


“Safety First’ With Savings 


More wealth in the hands of little 
people is fine. It means more people 
can have electricity, electrical appliances, 
telephones, automobiles; but individuals 
and corporations who pay the taxes must 
be enabled to carry the burden. It is 
natural that these people should seek 
safety first with their first savings. How- 
ever, it is most damaging that the Fed- 
eral tax structure and other govern- 
mental policies have coaxed such vast 
sums into so-called safety first, with such 
little willingness of the owners to risk 
even 10 or 20 per cent of their savings 
to own and finance American industry, 
the very industry that produced these 
savings. 

Such policies have caused a rapid flow 
of vast sums into our insurance compa- 
nies and savings institutions. That is 
unfair to our institutions. They in turn 
must place these funds in safety first 
channels. Can they continue to find 
safety first for such vast and increasing 
funds? Surely, if such a trend continues, 
there will be no such thing as safety first, 
for the simple reason there will not be 
sufficient risk capital down below to pro- 
vide the safety. Surely our great insti- 
tutions should welcome a reasonable flow 
of savings into risk capital. 

There is another hoard of safety first 
people. The proportion of national in- 
come distributed as pensions and other 
forms of relief has increased from 1% 
per cent in 1929 to 5 per cent at pres- 
ent. Such distributions now run at some 
$11 billions per year, nearly 114 times 
all dividends paid by all American cor- 
porations in 1948. Such benefits are 
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fine, provided we enable industry to 
carry the burden. 

In the past, industry has been able 
to raise man-hour output some 2 per 
cent per year, now it looks like they will 
have to raise it some 3 or 4 per cent 
per year. Possibly they can, but it will 
require huge amounts of new equipment 
requiring billions of risk capital. In the 
meantime we see our best men, many 
of them young, unwilling to take the 
risks of leaving their present jobs to 
take bigger and better jobs at higher 
salaries, simply because they have par- 
ticipations in pension trusts and because 
increased salaries mean nothing after 
taxes. 


Free Enterprise Means Solvency 


This goes on at a time when the 
American people face the greatest bur- 
dens in their history—a Federal debt 
of some $250 billions, commitments for 
pensions, higher living standards, com- 
mitments to rebuild and defend a major 
part of the old world, and above all 
commitments for our own national de- 
fense. I tell you no half way effort will 
ever take care of those commitments. It 
will require supreme effort and a su- 
preme willingness to take risks and a 
supreme desire to own and_ finance 
American industry. 

Private ownership and free enterprise 
working at their best can possibly carry 
these burdens. It is certain that no 
socialistic government or government 
ownership, though splendid in purpose, 
can ever discharge those tasks. 

Up to some 12 years ago our Federal 
tax structure permitted a class of peo- 
ple to exist, who by hard work, ingenu- 
ity or luck, or some of all, had incomes 
in excess of the amounts necessary to 
live and pay taxes. This excess found its 
way into American industry by the pur- 
chase of common stocks. This not only 
supplied risk capital to industry but 
provided private ownership of industry. 
The mechanic, the farmer, the day la- 
borer, the bus driver, always had hope 
of, and often succeeded in becoming, 
owners of industry. In future the U. S. 
Government is the potential owner. Is 
that what we want? Let’s make a de- 
cision. 

Now, who is being hurt? Not the 
tich man—the rich man has quit, he 
can live on accumulated wealth. Out 
of taxable income he has nothing to put 
into industry, and even if he did, plain 
common sense would dictate that he 
would be utterly foolish to take the 
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risks with no return. These little men 
who start in business with nothing but 
the determination to work, sweat, save 
and build—the man who starts alone, 
works alone, saves a little, buys a new 
machine to increase his production, then 
employs two or three men—these little 
men who start as proprietorships, then 
partnerships, building out of earnings, 
knowing nothing about corporate struc- 
ture—there are millions of them, there 
are some 3,700,000 tax returns of un- 
incorporated businesses and only 500,- 
000 returns of corporations—these little 
men always struggling to get big, which 
have proved the backbone of our country 
for generations—these are the men who 
are being hurt. They haven’t a chance to 
build business from profits and they are 
unable to incorporate, because risk capi- 
tal is low in supply and has no induce- 
ment to go into small business. The 
next class of people who are being hurt 
are men like you—men willing to work 
all hours of the day to carry the burdens 
placed on industry and to enable the 
Government to meet its burdens. 


Reduce Government Spending 


What is the answer? First, Govern- 
ment spending should be reduced to a 
minimum with every dollar of waste 
and red tape knocked out. Second, the 
whole Federal tax structure should be 
completely revamped. The one over-all 
shot in the arm to be given industry and 
individual initiative is to limit the in- 
dividual’s maximum surtax rate to 50 
per cent, and do so immediately. Ac- 
cording to a reliable Washington source, 
such limitation under present tax struc- 
ture and applied to the 1948 Govern- 
ment fiscal year would have taken only 
$655 million out of the U. S. Treasury 
—only about 1% per cent of total rev- 
enues. 

Such loss would immediately be made 
up by men jumping to their work with 
a bang—initiative and ingenuity again 
on the alert to create, to produce, to 
save and to invest, and to own and 
finance American industry. Men would 
again take risks and dispose of risks, 
knowing they could keep at least ™% of 
any dollar they made. The present maxi- 
mum rate of 77 per cent plus State in- 
come taxes is not helping anybody and 
is a danger to the national welfare. It 
promotes abnormal practice, unsound 
thinking and dishonesty throughout the 
land. Corporations are increasing debts 
to unsound extent. We see businesses 
being liquidated and sold to founda- 
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tions. We see individuals asking for 
tax-free expense accounts. We see tax 
evasions running as high as $4 billions 
a year. Such evasions are 514 times the 
amount brought to the Treasury by 
maintaining individuals’ surtax rates in 
excess of 50 per cent. 

Dr. Willford I. King, former presi- 
dent of the American Statistical Asso- 
ciation, testifying before a Congressional 
Committee, used U. S. Treasury publi- 
cations to produce a most revealing 
study. He produced charts that showed 
plainly and graphically that in peace- 
time high tax rates on individuals in- 
variably brought diminishing revenues 
to the Treasury, that a maximum tax 
rate of 25 per cent brought the greatest 
revenues to the Treasury. 


Reduce Tax Rates 


At the close of World War I the 
maximum rate was 77 per cent; in 1920 
it was lowered to 73 per cent, in 1922 
to 58 per cent, in 1926 to 25 per cent. 
From 1922 on, the result was increased 
incentive with increasing profits to busi- 
ness and individuals and increasing rev- 
enues to the U. S. Treasury. Here is 
the answer just as plain as day as to how 
President Truman can keep business 
profitable and get his $4 billions of in- 
creased revenues to the Treasury. 

The present capital-gains tax brings 
insignificant revenue to the Treasury— 
for 11 years an average of $155 million 
per year, less than 4/10 of 1 per cent 
of present Federal revenues—yet this 
tax is having a most decided effect on 
the national economy. Property cannot 
be sold at a profit to go into new busi- 
ness—25 per cent of the profit goes in 
capital-gains tax, meaning the untried 
new business must be 25 per cent better 
from the start. Even capital lying idle 
has no incentive to go into new business, 
because the income is taxed away and 
if the new business fails, only negligible 
credit of the loss is permitted to apply 
against ordinary income. 

Picture the man who starts young 
with nothing but the will to work, sweat 
and risk, and finally builds a great busi- 
ness. In old age he decides it is time to 
take less risks; he is willing to dispose 
of his business and let younger men take 
over and carry on. He in turn wants 
to transfer his ownership of this prop- 
erty into U. S. Government Bonds or 
partly into a diversified list of Ameri- 
can corporations. It is merely a trans- 
fer of property in accordance with the 
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dictates of sound judgment and which 
is definitely favorable to our social or- 
der. He is prohibited from doing so, 
because ‘such a transfer may take nearly 
25 per cent of the entire principal. Even 
if he could do so, younger men could 
not get under debt to take over his prop- 
erty, knowing that the high rates on 
earned income of individuals would pro- 
hibit them from every paying for it. 

Picture the young married couple: 
The housewife’s first concern is to find 
a nice location for a home and say she 
buys a home for $10,000. In later years 
she finds that the encroachments of busi- 
ness are such that this is no longer a 
nice location for a home and in which 
to raise children. She changes her mind 
about it. She sells that home for $25,- 
000, moves into another locality, paying 
$25,000 for the new home. In the mean- 
time she has incurred a tax of $3750 for 
changing her mind. Now, gentlemen, 
you know that any law is utterly un- 
sound that places a tax on a woman for 
changing her mind! 

The present capital gains tax freezes 
property in the hands of old owners, 
resulting in hired management and ab- 
sentee ownership, distinctly not healthy 
to our social order. I dislike to suggest 
that a tax which is the most reasonable 
on the books should be lowered, but the 
fact is, this tax is not bringing great 
revenues to the U. S. Treasury and the 
Treasury needs the money. 


Keep Our Own House in Order 


The fact is that corporations need risk 
capital. If that tax were cut in half, it 
would prove a tremendous impetus to 
the capital markets and would bring 
substantially increased revenues to the 
U. S. Treasury. This suggestion com- 
bined with the suggested 50 per cent 
surtax limit involves less than 2 per 
cent of Treasury revenues. These sug- 
gestions can be accomplished quickly and 
simply, bringing increased revenues to 
the Treasury and providing insurance 
to keep men and machines employed. 
We are gambling billions overseas—we 
had best gamble a few hundred millions 
at home to keep our own house in order. 

What can you and I do about it? 
There is plenty to be accomplished in 
visiting with our Senators and Congress- 
men. They are the chosen representa- 
tives of people throughout the land. 
There is where the power is. It is my 
observation that our Senators and Con- 
gressmen are generally men of character 
who want to do a good job and are try- 
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ing to do a good job. They are not 
experts in all fields; they are average 
citizens just as you and I. One Senator 
may be an expert in agriculture. On 
problems to do with agriculture he 
knows the answers. When problems 
arise on highly technical questions to do 
with taxes, tariffs or economic policies, 
he does not know the answers and we 
can’t expect him to. He needs help and 
is willing to accept help, but I am afraid 
he receives too little practical help. 


Economic Education for Congress 


Big business sends economists to 
Washington to read economic studies to 
the Senators and Congressmen. Labor 
sends its economists. Then the Presi- 
dent, feeling an obligation to carry out 
his program in toto, which seems an un- 
fair burden on the President never in- 
tended by our Constitution, sends econo- 
mists from the Federal Reserve or Trea- 
sury to read economic studies. The 
Senators and Congressmen probably 
don’t understand any of them, and I 
don’t blame them; but it is very human 
for them to feel, “These are the Gov- 
ernment men; we had best do what they 
say.” 

If each man here would make it a 
practice to go to Washington three or 
four times per year, sit down and talk 
quietly with little groups of Senators 
and Congressmen, explaining in plain, 
simple, understandable language, using 
just common sense and plain arithmetic, 
showing what all these policies could 
lead to, you would be utterly amazed 
at the reception you would have and 
the good you can accomplish. 

I have painted a rather dismal picture 
—that picture is based on past and pres- 
ent policies. Under sound policies for 
the future I have the most profound op- 
timism. First, I have great confidence 
in the capacity of the American people 
to land on their feet in any crisis. True, 
we face our greatest responsibilities, but 
that means a great job to do, and in 
the very process of accomplishing it we 
can go to heights we never dreamed of. 

Here we are with a perfectly magnifi- 
cent country, the strongest, most power- 
ful, in relation to other countries, the 
world We have the finest 
form of government the world ever saw; 
we have a private ownership-free enter- 
prise system that won two world wars, 
brought the highest living standards to 
the common man, and is now providing 
relief and rehabilitation to a great part 
of the world on a scale never known. 


ever saw. 
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We are a great creditor, a generous peo- 
ple, with a great mass of industrial en- 
gineers, chemists, industrial leaders and 
workers ready, willing and able to per- 
form. We have a tremendous produc- 
tive capacity, a magnificent asset. 

We have now to think in terms of 
ever-increasing consumption. We should 
prepare to consume not only our own 
production but a great part of the pro- 
duction of debtor countries. Let the 
other countries work for us and send 
back some of the natural resources we 
sent them for some 250 years when we 
were a debtor. We should have blue- 
prints ready for super-highways all over 
the country, greater Mississippi flood 
control, reclamation, and, in the name 
of national defense, tunneling of rivers, 
undergrounding of communications sys- 
tems, electrifying of railroads. That 
would return sound monetary systems 
to debtor countries and there would be 
neither time nor desire for war. 

It is high time that government, in- 
dustry and labor join hands in adopting 
policies that will permit us to discharge 
our responsibilities and grasp our op- 
portunities. It is high time that the gov- 
ernment tax structure restored to the 
individual the ability to own and finance 
American industry. If American indus- 
try is not worth owning and fighting 
for, we can bank on it that U. S. Gov- 
ernment obligations will not be worth 
10 cents on the dollar! 


Restore Confidence in Risk Capital 


It is time for leaders in government, 
industry, labor and finance to join hands 
in restoring confidence in the public 
markets which supply risk capital to 
American industry—the public markets, 
particularly the New York Stock Ex- 
change, where U. S. Government bonds, 
foreign government bonds, corporate 
bonds and the ownership of American 
industry are appraised and accurately 
quoted. With such programs, we can 
proceed with confidence, joy and en- 
thusiasm, a strong and healthy people 
going along unmolesting and unmolested 
—a great people will no longer shiver 
at the whim of a Molotov! 

In recent years our people have been 
led to fear free enterprise, to fear busi- 
nessmen, to fear the taking of risks, to 
fear many of the things that made us 
great. We still believe in them, but we 
fear them. A few more years of such 
could provide a generation that would 
cease to believe in them. Throughout 


(Continued on page 159) 





May, | 


panit 
tain 
wou 
your 
son 
out 
V 
toge 
kno 
Has 
of a 
tion: 
tom 
colle 
witl 


Is 
witl 
com 
as a 
that 
losir 
ditic 
an ¢ 
in t 
son 
past 
com 
live: 
ther 
othe 
The 
par: 
mar 
desi 
doir 

‘7 
the 
be 
crec 
fiel< 


king 


r, 1949 


S peo- 
al en- 
S and 
) per- 
‘oduc- 


Ns of 
hould 
own 
» pro- 
t the 
send 
S we 
nN we 
blue- 
over 
flood 
name 
ivers, 
S Sys- 
That 
stems 


Id be 


t, in- 
pting 
harge 
r Op- 
- ZOv- 
» the 
nance 
ndus- 
hting 
Gov- 


vorth 


al 


nent, 
1ands 
ublic 
il to 
rkets, 
Ex- 
onds, 
orate 
rican 
ately 
- can 
| en- 
eople 
ested 
hiver 


been 
busi- 
s, to 
le us 
t we 
such 
‘ould 
hout 





May, 1949 


EDISON ELECTRIC INSTITUTE BULLETIN 


Page 149 


Credit and Collection Experience of the 
Gas and Electric Industries 


REPORT OF THE JOINT AGA-EEI ACCOUNTING PROJECT COMMITTEE 
PRESENTED AT THE JOINT CONFERENCE OF ELECTRIC AND GAS 
UTILITY ACCOUNTANTS, DETROIT, MICH., APRIL 11-13, 1949 


R. G. ScHNEIDER, Chairman, EEI Customer ActIvITIES COMMITTEE; P. E. Ewers, Coordinator, AGA 
Customer Activities; J. D. Ettiort, Chairman, EEI Crepir AND COLLECTION SUBCOMMITTEE; C. L. 
HAVENER, Chairman, AGA CUSTOMER COLLECTIONS COMMITTEE; AND H. D. AMANN, Chairman, JOINT 


F YOU were able to mirror your 
results by comparing 

them with the results of other com- 
panies in the same field, you could ob- 
tain a very valuable perspective. You 
would be able to stand back and judge 
your results in the light of this compari- 
son in a way that is impossible with- 
out it. 


collection 


When credit and collection men get 
together, they are always anxious to 
know how the other fellow is doing. 
Has his outstanding increased because 
of a radical change in economic condi- 
tions? Should he now give his cus- 
tomers less time to pay by using sterner 
collection methods? Is he out of step 
with the rest of the industry? 


What Is the Other Fellow Doing? 


Is he experiencing the same difficulties 
with collections and losses as the other 
companies in his area, or the country 
as a whole? Is the reason, for example, 
that the utilities in the east might be 
losing more money now, a local con- 
dition, or is it an initial indication of 
an economic trend that will reach those 
in the west at a later date? Is the rea- 
son for the increase in the number of 
past due a’ Chicago 
company, due to some fluctuation in the 
livestock or grain markets that affects 
them immediately and will be felt by 
other companies of the country later? 


accounts, say in 


These are some of the questions that are 
paramount in the credit and collection 
man’s mind and which stimulate his 
desire to know how the other fellow is 
doing. 

The Joint Project Committee is of 
the opinion that some medium should 
be used to convey this information to 
credit and collection men in the utility 
field. What we really need is some 
kind of yardstick that can be used as a 


Project COMMITTEE 


gauge to determine, by the results of 
the other fellow, how we compare and 
what we may anticipate in the future. 

We are attempting to compile in the 
gas and electric industries, some basic 
that will indicate the collection 
experience of the industries on a terri- 
torial basis throughout the country. 
Merely to establish and publish these 
data and stop there would be of very 
limited value. We are convinced that 
to get the most out of such a project it 
must be made continuous. The problem 
has been to decide what statistics should 
be used, and the manner in which they 
shall be presented. Publication of these 


data 


data has been arranged as a regular 
feature in both the 4GA Monthly and 
the EE] BuLtetin. 

We are in an enviable position in the 
utility business in that we have two 
such splendid organizations as the Edi- 
son Electric Institute and the American 
Gas Association. It is our intent to 
capitalize on our ability to exchange 
data with one another so that both in- 
dustries will obtain mutual benefits. Co- 
operation in exchanging and publicizing 
pertinent factual information with re- 
spect to collection activity and its re- 
sults will make these organizations even 
more valuable to the member companies. 


Percentage Method Used 


After considerable thought and study, 
it was finally decided that a logical and 
purposeful analysis could be made if 
the percentage method were used in 
reporting data. Thus the figures of a 
large utility which discontinued the ser- 
vice of hundreds of customers for non- 
payment over a certain period, could be 
compared with the results of a smaller 
company if we reported relative statis- 
tics such as the percentage of increase 
or decrease over a similar period. The 


same principle holds true for other data 
desired such as the percentage of in- 
crease or decrease in the amount charged 
off. 

What we want to be able to see are 
present collection results as compared 
with the same period last year. By using 
the percentage increase or decrease for 
each company, we can compare one 
company with another, in spite of dif- 
ferences in their accounting methods or 
collection techniques. This will also 
allow us to combine the results of many 
companies, group them as to territorial 
location, and obtain that are 
independent of the particular company’s 
method of operation. 


results 


Data and Coverage 

The problem finally resolved itself 
into two parts. First, what data should 
be obtained to build up the picture so 
that it would show something significant 
for the industries as a whole? And sec- 
ond, how much coverage would we 
have to obtain in order to be sure of 
an adequate sample of the overall credit 
and collection experience of the indus- 
tries? 

Collection results are usually gauged 
by the promptness with which customers 
make their payments, and in the final 
analysis, how much was charged off, 
which indicated that the Committee 
should request statistics that would lead 
up to this information. We were care- 
ful to keep the data requested as simple 
as possible and covered only the items 
of maximum interest to credit and col- 
lection men. We asked only for data 
that are normally recorded by each com- 
pany, or that could be obtained with 
the minimum of effort. 

The Project Committee gave con- 
siderable thought to the companies that 
would be requested to cooperate. We 
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THE CREDIT PICTURE 
A_REFLECTION OF THE CREDIT AND COLLECTION EXPERIENCE OF THE GAS AND ELECTRIC INDUSTRIES 
PERIOD - JULY 1ST, 1948 TO DECEMBER 31ST, 1948 

PERCENT - INCREASE OR DECREASE OVER CORRESPONDING PERIOD - 1947 
East West East West United 
New Mid- North North South South South | Mountain | Pacific | States 
England | Atlantic | Central | Central | Atlantic} Central | Central | States | States || Totals 
Sales 10.9 9.6 9:4 10.4 12.9 16.3 8.0 9-2 14.3 10.6 
No. Customers on Co. Lines 2.4 206 2.0 3.1 5.5 5.7 6.8 7.3 7°09 3+5 
Outstanding 10.3 5.2 8.1 6.7 9-9 13.6 15.4 707 8.2 7°4 
Outstanding % of Sales an “a - x ii 4* 1 5 2* -5* a 
No. Discontinue Notices 27.1° 7.2 20.7 4.1 3.4" 14.2 36.0 12.5* 19.2 309 
Ne. Meters Disc. N.P. 7.0" 17.1 35-9 6.2 33-5 5.6 38.4 4°5 361 18.2 
Deposit Outstanding a2* 5.7 16.8" 2,6 7.4 7.8 7-2 3.6 22.2 4.0 
No. Accounts Charged Off 9.2 6.4 13.7 10.2 31.4 22.0 30.0 54-7 37.2 15.7 
Net Charge Off 52-9 26.4 91.3 14.8 45-4 13.9 18.3 85.3 44.8 29-9 

* Indicates Red 











Fig. 1—Credit and Collection Data of Gas and Electric Utilities from July 1, 1948 to December 31, 1948 In Percent In- 
crease or Decrease Over the Corresponding Period in 1947 


wanted an average representation of 
various sized companies spread through- 
out the country. Because of the simi- 


larity of business, and because this is a 


joint project, we selected “straight 
electric, “straight” gas and combination 


companies. To obtain a fair cross-coun- 
try sectional sample, the selections were 
made with respect to location in the 
nine census regions now commonly used 
by industries for statistical purposes. 
Sixty-four companies in all were re- 
quested to contribute. As far as 
practicable, an equal number of compa- 
nies were selected from each of the 
nine geographic divisions of the country. 


was 


Replies received from forty- 


three companies, which provides a 


were 
fair 


sample. The initial presentation of 
“The Credit Picture” (see Figs. 1 and 
2) reveals some rather interesting and 


informative facts. 

The increase in dollar sales is more 
or less uniform throughout the country. 
Although some of the increase is attrib- 
utable to rate increases that were granted 
to many of the reporting companies, it is 
a healthy sign for our business. 


The number of customers connected 


to company lines, shows a substantial 
increase in all sections of the country, 
but particularly in the South and West. 

As might be the greater 
dollar sales have resulted in increased 
New and the 
South Central areas reported a slightly 
higher than the of the 


country, but only the West South Cen- 


expected, 
outstandings. England 


increase rest 


tral indicated an increase in the out- 
standing in percentage of sales. 

The of discontinue notices 
used is on the increase. This is an un- 
desirable trend that is worthy of fur- 
ther study. 

New and the Mountain 
States exhibited a decided decrease in 
(Continued on page 160) 


number 


England 


GRAPHIC PRESENTATION OF UNITED STATES TOTALS 





JULY 1, 1948-DEC. 31, 1948 COMPARED WITH CORRESPONDING PERIOD FOR 1947 





PERCENT ~ DECREASE 
15 10 5 


Sales 

No.Customers on Cp. Lines 
Out standin 
Outstanding % of Sales 


Wo. Discontinue Notices 


No. Meters Disc. N.P, 





Deposit Outstanding 


Wo. Accounts Charged Off 


Net Cha of 





PERCENT - INCREASE 


10 15 20 


Fig. 2—Graph of Credit and Collection Data Giving U. 8. Totals 
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Who Is Going to Pay the Freight: 


By John W. O’Nan 
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a 


Executive Director, Pittsburgh Development Council 


An address presented before the Fifteenth Annual EEI Sales Conference, Chicago, IIl., April 5, 1949 


HO is going to pay the freight? 

That is a question that has 

been much debated in news- 
papers, magazines and in hearings before 
Congressional Committees since the Su- 
preme Court handed down the famous 
“basing point” decisions last summer. 
The implications of many of these argu- 
ments were that the industrial face of 
our great country would be almost im- 
mediately and drastically changed by 
these Supreme Court rulings. 

Certainly anything that would so 
greatly concern industry and cause it to 
move from one locality to another is of 
vital concern to the sales executives of 
the utilities serving those industrial 
areas that might be affected by these 
pricing decisions, and by the Federal 
Trade Commission’s interpretation of 
them. 


The Basing Point Question 

Anticipating your interest in this bas- 
ing-point question, it seems desirable to 
consider several phases of the question: 

1. The background and history of 

delivered pricing, 

2. The effect of the recent decisions 
on industry, and 

3. What is being done to clear up 

the confusion created by the “bas- 
ing point” decisions. 

For a great many years, delivered 
pricing has been used in one form or 
another in our national economy because 
it had many advantages. It enabled 
the great mass of purchasers to know in 
advance what the price would be for a 
given article. It gave the national dis- 
tributor a chance to advertise the price 
of his wares. It enabled the purchaser 
to have a choice of suppliers rather than 
be tied to the nearest producer of the 
desired material and, conversely, it gave 
the seller a chance to compete with 
other firms regardless of their location 
in respect to the market. This was par- 
ticularly true in those cases where the 
product was of uniform grade and where 
freight was a large part of the total 
delivered cost. 

Many types of delivered pricing have 
been used in commerce but the follow- 
ing are those which seem to be open to 


question under the present interpreta- 
tion of the law: 

1. The National One-Price System. 
The 5-cent candy bar or the pack- 
age of cigarettes are examples of 
products that are sold under this 
system of pricing, or the 3-cent 
stamp that will deliver a letter 
down the street or across the na- 


tion. 

2. Zone Pricing System. We. all 
have seen products which have an 
advertised price, then in fine print 
under the price we read “slightly 
higher west of the Mississippi 
River.” 

3. Freight Allowed System. A com- 


mon example of this method of 
pricing is electric motors. They are 
priced at the factory but with 
freight allowed to the customer. 

4. Freight Equalization System. Here 
the seller agrees to deliver a prod- 
uct to the customer at the same 
price as his competitor. Under this 
method of pricing the seller may 
have to absorb all or part of the 
freight and in cases where his fac- 
tory prices are higher than _ his 
competitor's he may absorb more 
than the full freight. 

5. The Basing Point System—which 
may be either of the Single or 
Multiple price point variety. 


“Pittsburgh Plus” ° 


The steel industry has used the basing 
point system of pricing since 1880, 
starting off with the single basing point 
which was known as the “Pittsburgh 
Plus.” Under the “Pittsburgh Plus Sys- 
tem,” all steel, regardless of where it 
was made, was priced as though it were 
made in Pittsburgh. For instance, if 
your plant were located across the street 
from a steel plant in Chicago and you 
purchased steel from that plant, it would 
have been priced to you f.o.b. Pitts- 
burgh, plus the freight from Pittsburgh. 
This single basing-point delivered pric- 
ing often involved the so called ‘“phan- 
tom freight,” which meant that the con- 
sumer paid more freight on the delivered 
product than was actually charged by 
the transportation agency hauling the 





material. This was one of the principal 
reasons why this system of pricing was 
under attack and why, in 1924, the steel 
industry shifted to the multiple basing 
system. 

Until last year all steel was sold 
under this system, there being approxi- 
mately 80 such pricing or basing points 
in the United States. Under this ar- 
rangement you could buy steel from 
any producer in the United States and 
the delivered price would be the mill 
price plus the freight from the nearest 
competing mill or pricing point. This 
system gave the customer a wide choice 
of supply sources and was, apparently, 
rather well liked by most consumers. 
The steel producers also favored this 
system since it gave them a chance to 
compete in all markets irrespective of 
their location. Thus it was possible for 
them to establish their mills in locations 
where the lowest production costs could 
be secured and still they were able to 
compete with any other producer, ir- 
respective of his location or that of the 
consumer. 


“Mill Net” Price 


Obviously in all of these systems of 
pricing there is some freight absorption 
by the producer with the result that 
the net price the manufacturer realizes 
after the freight is paid, will vary with 
the cost of the transportation involved 
in delivering the product. In other 
words, the manufacturer absorbing 
freight can not realize the same net 
price from every sale or, as the Federal 
Trade Commission says, the “mill net,” 
which they claim is the actual price, is 
not the same from each sale. Now, the 
Robinson-Patman amendment to the 
Clayton Act makes illegal price discrim- 
ination which injures competition so that 
it may be claimed that since the “mill 
net” resulting from each sale of a par- 
ticular product is not the same, the sell- 
er is discriminating price-wise between 
his customers. This discrimination could 
be for the purpose of either meeting 
competition which is all right with 
F.T.C., they think, or it could be for 
stifling competition and therefore re- 
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straining trade which does not meet with 
F.T.C. approval. 

However, the distinction between 
these two types of discrimination may 
be extremely fine and there is the rub. 
In other words, if a seller using a de- 
livered price system is charged with dis- 
crimination, the burden of proof is on 
him to prove that he was only discrim- 
inating to meet competition and not to 
restrain trade by unfair competition. 

Another factor which still more com- 
plicates the pricing problem for the 
seller occurs where all producers’ prices 
are rather uniform, which often happens 
on heavy material of approximately the 
same specifications, such as steel or ce- 
ment. The F.T.C. may then question 
the sameness of the price, charging col- 
lusion regardless of whether or not 
there has been previous agreement be- 
tween the suppliers, on the grounds that 
there is “parallelism” in the pricing 
method. 

This may happen where one producer, 
admiring the way his competitor prices, 
adopts his method of pricing for his own 
or, if the big producers’ pricing system 
becomes standard for an industry, he 
may be charged with restraining trade— 
because of so-called “market leadership.” 
Thus again, the distinction between 
legal and illegal practice is very slight 
and no one can be sure whether they 
will be charged with collusion by the 
F.T.C. or not, under the present laws 
and regulations. 


Confused Interpretations 

To be sure, F.T.C. rules and inter- 
pretations are not specific on either col- 
lusion or discrimination and the lawyers 
and experts do not agree on a reason- 
ably hard and fast definition of the 
words which loom large in all delivered 
pricing. To make matters worse, F.T.C. 
members do not them- 
selves on the effect of their delivered 
pricing interpretations. For instance, 
Commissioner Lowell B. Mason said 
before the Harvard Marketing Club, 
“I believe that an individual, universal 
market delivered-pricing system is out 

. anyone who uses this system oper- 
ates under the shadow of illegality and 
is taking a calculated risk.” Contrast 
this to the statement made by Chairman 
Robert E..Freer before the Senate Sub- 
committee a few days later, “Certainly 
it is unwarranted to assume that the ef- 
fect of this decision is to outlaw all de- 
livered prices or to require only f.o.b. 
mill prices.” 

Under our American system, the ac- 
cused is always allowed to defend him- 


agree among 
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self and the F.T.C. rules and regula- 
tions are no exception to our democratic 
form of government. They provide that 
the seller may rebut a prima facie case 
of price discrimination by showing that 
the lower price was made to meet the 
lower price of the competitor, but the 
ironic part of it is that a case must be 
made for each sale. Can you imagine 
the dilemma of the Hershey Chocolate 
Co. or Wrigley Chewing Gum Co., who 
sell millions of uniformly priced prod- 
ucts each day, justifying each individual 
sale? 


The “Glucose Cases” 


It might be well at this time to briefly 
consider the three cases which have 
caused this upheaval in our pricing sys- 
tem. The first case to reach the Supreme 
Court was one of the famous “Glucose 
Cases.” The Corn Products Refining 
Company, which has two plants—one in 
Chicago and the other in Kansas City, 
sold products from both plants as though 
they were made in Chicago and the cus- 
tomer’s delivered price included freight 
from Chicago to destination, regardless 
of where the product orfginated. The 
Court found that the delivered price in 
Kansas City included an 
freight which usually did not correspond 
to the freight paid by the selling com- 
pany and ruled that such resultant pric- 
ing was in violation of the Clayton Act. 

The other “Glucose” case involved 
the Staley Manufacturing Co., which 
operates a plant at Decatur, Illinois. 
The Corn Products Refining Co., just 
mentioned, is their chief competition, 
and the Staley Company priced their 


amount of 


material as their competitor—that is, 
as though it had been made and shipped 
from Chicago. Thus the user in Decatur 
had to pay so-called freight charges from 
Chicago on material that was produced 
in Decatur, and had never been to Chi- 
cago. The Court held there was dis- 
crimination against the purchaser at all 
where the freight rates from 
Decatur were less than those from Chi- 
cago and discrimination in favor of the 
purchaser at all points where the rates 
from Chicago were lower than 


points 


from 
Decatur, and that further, the discrim- 
inations in this case were not bona fide 
discriminations in an effort to meet com- 
petition within the meaning of the Clay- 
ton Act. 

In the “Cement Case,’” actual uses of 


the basing-point practice were not the 
primary basis for the decision. The Court 
held, however, that the concerted main- 
tenance of a basing point delivered-price 
system by the several defendants, wheth- 
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er by actual conspiracy or collusion, or 
actions falling short of a violation of the 
Sherman Act, constituted a violation of 
the F.T.C. Act and was an unfair 
method of competition. 

Another case bearing on this matter, 
being considered by the Supreme Court, 
is the so-called “Rigid Steel Conduit 
Case.” This involves the charges of con- 
spiracy and collusion and many people 
hope that this decision, which has been 
forecast for June, will more clearly de- 
fine what collusion is so that the busi- 
ness man may be guided accordingly in 
his pricing policies. 

So much for the background of the 
basing-point controversy. What you and 
I are interested in are the effects of these 
decisions on your community and mine, 
This is a question which is just as diff- 
cult to answer as those raised in our 
preceding discussion. Much of the testi- 
mony given before the Capehart and 
Johnson Committees indicated that many 
plants would be required to relocate if 
the basing-point decision was allowed to 
stand. The newspapers amplified these 
statements and many of their stories in- 
dicated that steel producing communities 
such as Pittsburgh would be crowded 
by incoming steel fabricating companies 
who, because of the basing point, would 
of necessity have to locate there. In 
fact, one article in a well-known finan- 
cial paper indicated that there were 
practically no desirable industrial sites 
left in Pittsburgh for this reason. I 
can assure you that such is not the case 
as I have approximately 120 sites in my 
file at the present time—many of which 
are most desirable. 


Industrial Relocation 


It is most difficult to forecast how the 
industries in each community will react 
or be affected by these basing-point reg- 
ulations. It seems that if we consider 
and analyze some typical concerns who 
have stated in newspaper interviews or 
before Congressional committees that 
they would be disastrously affected, you 
then may draw your own conclusions as 
to how similar industries in your own 
district will react. 

One of the most common statements 
that has appeared in print is that cer- 
tain plants would have to relocate near 
a source of steel because of the basing- 
point decision. This, to me, is difficult 
to understand. It does not seem to be gen- 
erally understood that under the basing- 
point system a purchaser of steel always 
had to pay the freight from the nearest 
producer even though the material was 
purchased from a more distant mill. In 
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other words the selling producer only 
absorbed freight from his plant to the 
competing mill nearest the customer. 
With f.o.b. steel pricing the consumer 
could keep his freight the same as he 
paid under the basing point but to ac- 
complish this he would be forced to buy 
his steel from the nearest mill. 

He is, therefore, restricted in his 
source of supply and this he may not 
like, but the cost of steel has not neces- 
sarily changed because of the abolition 
of the basing point. For example—a 
New England manufacturer of tinware, 
supplying a local market, purchases his 
tinplate from the Sparrows Point plant 
of Bethlehem. Since that also was his 
nearest basing point, his freight costs 
would not be changed under f.o.b. pric- 
ing. True, he could save approximately 
59 cents per hundred pounds on his raw 
product if he moved his plant to Spar- 
rows Point, but since his market is in 
New England he would have to ship his 
fabricated product back to New England 
which would either cost him or his cus- 
tomer $1.06 per hundredweight for 
transportation. As a rule, fabricated 
products almost always cost more money 
to ship than raw steel unless there is a 
large amount of scrap from the fabri- 
cation. It is not, therefore, economical 
for him to move. 

If, however, his market was such that 
by relocating his plant he could lower 
his freight on the raw product and at 
the same time lower or at least have the 
same freight on the finished product, he 
would be an excellent prospect for a 
zealous power salesman or proselytizing 
industrial development man to contact. 


Consumer Supply Problems 


Some companies have stated that they 
are having great difficulties in getting 
raw materials since the basing point was 
given up by the steel companies. Their 
regular supplies, with whom they have 
historical backgrounds, are withdrawing 
from their areas, realizing that under 
f.o.b. mill pricing, when steel supplies 
become normal, that they would no 
longer be able to supply this consumer 
on a competitive basis. There are, un- 
doubtedly, many cases of this type and 
it has placed a real hardship on some 
consumers. However, it is my under- 
standing that the steel companies have 
been withdrawing slowly from those 
areas where they normally can not com- 
pete under f.o.b. pricing, thus giving the 
consumer the chance to make other ar- 
tangements. When steel supplies be- 
come normal, and this time is fast ap- 
proaching, these plants will have no 
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difficulty in securing their raw materials 
and it is most doubtful whether many 
concerns in this category will relocate 
their operations. 

Now, let us consider those medium- 
sized manufacturers who maintain that 
if they are not allowed to absorb freight 
that they will be forced out of the more 
distant market areas where a competi- 
tor’s plant is located. They maintain 
that f.o.b. pricing will cut their sales 
materially. Of course, their operation 
at the home plant will have to be cur- 
tailed accordingly, thus affecting ad- 
versely the income of their employees 
and the business of their community. 
Most people agree that if plants in this 
category can not legally absorb freight 
their operations and, therefore, their 
communities will be seriously affected. 


Protests “Mill Net” Theory 


The Black & Decker Manufacturing 
Co., a large and well-known manufac- 
turer of portable tools having their plant 
at Towson, Maryland, is a good exam- 
ple of such a concern as I have just men- 
tioned. The testimony of their vice 
president, Glen H. Treslar, before the 
Capehart Committee expresses the situa- 
tion of this type of concern very well. 
He said: “I am here to protest against 
the so-called ‘mill net’ theory. If com- 
pelled to sell f.o.b. our plant at Tow- 
son, we are at a disadvantage with re- 
gard to any competitor located nearer 
to any given market than we are. Like- 
wise, any such competitor is at a disad- 
vantage in the market nearest us. Com- 
petition in any given area, therefore, can 
be eliminated or lessened, thus violat- 
ing one of the prime objectives of the 
anti-trust laws. In addition, each manu- 
facturer might have practically a mon- 
opoly in the area where his factory is 
located, thus violating the other prime 
objective of the anti-trust laws. With 
competition impaired, and monopoly 
aided and abetted, prices would unques- 
tionably rise, and the consumer, who 
should be the ultimate beneficiary of the 
anti-trust laws, would suffer.” 

Yes, there will be some concerns of 
this type who may be required to relo- 
cate or establish branch plants. But 
with a tightening market and high 
building costs they will be slow to make 
a move, hoping that a clearer interpreta- 
tion of the F.T.C. rulings will legally 
allow them to absorb freight and thus 
meet their more distant competitor’s 
prices in his market area. Most of these 
concerns are still absorbing freight with 
the hope that they are not breaking the 
law. 
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Now let us finally consider the effect 
of the basing-point laws on the producer 
of heavy and uniform materials such as 
iron, steel and cement. Usually the 
mills that produce these materials are 
located near the source of at least one 
of their major raw materials in order to 
keep their cost as low as possible. Steel, 
for instance, requires about 114 pounds 
of coking coal for each pound of ore 
and for that reason steel mills usually 
locate near the source of a good coking 
coal. This is one of the reasons why 
the steel industry has grown so great 
in the Pittsburgh district that it is now 
capable of producing more than 19 mil- 
lion tons of steel per year or about one- 
fifth of the nation’s total steel. 

How much of this steel is consumed 
in Pittsburgh? No one seems to know 
for sure, but it is estimated that not 
more than 6 or 7 million tons are used 
locally in normal times. This leaves 
over 10 million tons that must be sold 
away from the area. Under the basing- 
point system of pricing, the Pittsburgh 
mills have been able to compete in all 
markets and while the mill net on the 
steel sold in more distant markets was 
not as high as that sold closer to the 
mill, the incremental cost on the in- 
creased sales volume obtained in this 
way still made this an attractive proposi- 
tion to the mills. Of course out-of-town 
mills also sold in Pittsburgh under the 
basing point so that the steel consumer, 
even in Pittsburgh, normally had a num- 
ber of mills competing for his business 
and thus had a choice of suppliers. 


Pittsburgh Steel Markets 


Now, with the abolition of the basing 
point, the Pittsburgh steel producers are 
gradually withdrawing from those mar- 
kets where they know they cannot com- 
pete in normal times under an f.o.b. 
pricing system and, of course, out-of- 
town mills are withdrawing from the 
Pittsburgh market. Therefore, there is 
a great reshuffing of steel customers, 
much to the consumers’ disgust. 

Many people feel that if Pittsburgh 
mills cannot compete on a national scale, 
Pittsburgh’s economy will, in the long 
run, be seriously affected. Not now, of 
course, for there is a market for every 
pound of steel produced. 

However, Pittsburgh is not standing 
idly by waiting for her steel mills to 
move out. Every effort is being made 
not only to diversify her industry but 
to bring in steel consumers to use sur- 
plus steel. This campaign has been 
rather successful so far, as is shown by 
the fact that last year nearly 50 new 
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companies started up in the district. Of 
course many of these were small an 
others would have started business in the 
normal course of events. However, it 
has been estimated that the three larg- 
est of these plants will consume nearly 
one million tons of steel per year. Near- 
ness of the steel supply and the central- 
ized location in respect to market were 
the chief reasons for locating these three 
big operations in Pittsburgh, although, 
of course, other contributory factors en- 
tered into their location. We, like every- 
one else, hope to get more of this type 
of industry. 

You can gather from my remarks on 
the effect of basing points on plant re- 
location that we do not feel that there 
will be an immediate movement to re- 
shuffle American industry. Some plants 
will have to move if it is definitely estab- 
lished that freight cannot be legally ab- 
sorbed to meet competition but business 
has adopted a “wait and see’’ policy in 
our opinion. This thought is also borne 
out by the findings of a survey made in 
New York State by Commissioner Har- 
old D. Keller of the New York State 
Department of Commerce. His report 
stated that “while strict f.o.b. pricing 
would be extremely serious to some man- 
ufacturers, under present conditions less 
than | per cent of New York’s indus- 
trial business would be lost.” 

However, this study did show that 
some New York firms were holding up 
expansion plans pending clarification of 
the delivered pricing laws. Certainly 
we can draw the conclusion that while 
the basing-point decision is most confus- 
ing to the average business man, the 
immediate effect of these laws on plant 
relocation will not be nearly so great as 
has been generally indicated. However, 
it must be understood that if all future 
pricing is to be done on an f.o.b. basis, 
the long-term effect on many concerns 
and therefore on many communities may 
be rather serious. 


Clarification of Rulings 


We come to the last phase of our dis- 
cussion and that is: What is being done 
to clarify the basing-point rulings? Ob- 
viously the existing confusion as to what 
pricing policies are legal is a serious de- 
terrent to current operations and the 
plans for expansion of a large segment 
of our industry. Senator Johnson stated 
this point of view very well before the 
U. S. Senate when he said “The mem- 
bers of the Federal Trade Commission 
and its staff are in complete disagree- 
ment as to when a seller 
transportation costs 


may absorb 
. Industry and 
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New EEI Booklet Describes Home Economics Careers 


ve AKE Home Economics Your 

Profession,” an eight-page, two- 
color booklet, which will be used by elec- 
tric utility companies in recruiting trained 
home economics personnel, has just been 
released by the EEI. 

The booklet, which outlines the oppor- 
tunities open to home economists in many 
fields, is primarily designed to encourage 
high school students to study home eco- 
nomics in college. Opportunities in the 
electric utility industry are stressed, with 
photographs and text being used to show 
the varied activities in which electric 
company home service personnel are en- 
gaged. 


Several other fields open to the home 
economist that are described in the book- 
let include teaching home economics; the 
home demonstration agent with the ex. 
tension service ; home economics activities 
in merchandising, advertising, journalism 
and radio, dietetics and food service, and 
appliance development. 

“Make Home Economics Your Pro- 
fession’”’ was prepared by a subcommittee 
of the EEI Sales Personnel and Training 
Committee. The booklet is available 
from Edison Electric Institute, 420 Lex- 
ington Ave., New York 17, N. Y., at 
$50 per 1,000 copies and $5 per 100. 





the Congress do not know who to be- 
lieve, since all the people at the Federal 
Trade Commission were supposed to be 
experts. In the present confused status, 
business men must learn the hard way 
and the expensive way, who is correct. 
Candidly, the American people are en- 
titled to know what pricing systems are 
legal, and apparently the only place 
where clarification of this important eco- 
nomic problem can be obtained is in the 
Congress.” 

Senator Johnson subsequently intro- 
duced a bill to modify and clarify the 
laws on pricing. Later Senator Myers 
introduced another bill which declares a 
moratorium until July 1, 1950, on ac- 
tion against the use of a delivered-pric- 
ing system by an individual firm in the 
absence of conspiracy, combination or 
other agreements in restraint of trade. 

The Chamber of Commerce of Pitts- 
burgh has stated their objection to Sen- 
ator Myers’ bill in a letter to him in 
which they say: “It seems to us that a 
moratorium bill of this type might well 
be a moratorium on such growth and 
expansion as well. There are many 
businesses in the United States which 
have current plans for expansion, either 
of plants, or of warehouses and distribu- 
tion facilities to other parts of the coun- 
try. These plans are based, however, 
on the ability of the business to meet 
price competition as it finds it, and in 
doing so, to absorb freight locally or 
regionally, or to quote delivered prices 
to whatever extent necessary. There- 
fore, we urge that the problem not be 
tabled, but, rather, be dealt with actively 
until a proper and final clarification of 
the law can be had.” It has been fore- 
cast by people who are familiar with 
the Washington scene, that the Myers’ 
bill will be acted upon and that action 


will be deferred on Senator Johnson's 
bill this session because the timetable of 
Congress has been so upset by the fili- 
buster that there is not sufficient time 
left to study the ramifications of this 
question. For this reason the Pitts- 
burgh Chamber of Commerce is now 
reluctantly supporting the Myers’ bill. 

In conclusion, I would like to leave 
with you a statement which I saw in the 
Index, published by the New York 
Trust Company, which not only sums 
up this matter rather well but touches 
on the subtle changes in our government 
which affect us all. 

“The controversy over pricing indi- 
cates how far the United States has 
departed from the concept, once firmly 
established, that this should be a Gov- 
ernment of laws and not of men. Under 
that concept, legislation enacted by the 
Congress and interpreted by the Su- 
preme Court established limits within 
which individuals and industries could 
be sure that they were free to act. In 
more and more instances those legisla- 
tive limits are being altered by adminis- 
trative agencies. 

“Basing-point pricing appears to have 
been outlawed, at least for the time be- 
ing, not so much by legislation or the 
decisions of the Supreme Court as by 
the rulings of the Federal Trade Com- 
mission. 

“There is urgent need for clarification 
of the legality of pricing practices so 
that business men may know what they 
must do to be certain they are obeying 
the law. Such clarification would be a 
promise not only that this will remain a 
Government of laws, but of laws that 
men can understand.”* 





*“Law & Economics of Basing Points,” by 
Edwin George, Oct., Nov. and Dec. issues 
Dunn’s Review. 
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Tax Consequences of Pension Plan Changes 


By Leo A. Diamond 
LeBoeuf &£ Lamb, New York, N. Y. 


An address presented at the National Conference of Electric and Gas Utility Accountants, 


RESCIENCE being available, if 

at all, to but few men, it is only 

natural that in as human an under- 
taking as the establishment and mainte- 
nance of pension plans for mortal em- 
ployees, significant changes therein will 
and should be made from time to time. 
Wise and alert counselors in this field 
recommend periodic re-examinations — 
not unlike advice given for periodic re- 
examination of wills, for example—to 
take advantage of changed conditions 
(legal, financial, social and _ political) 
and, in general, to effectuate the aims 
and purposes of basically sound pension 
planning. The extent and frequency of 
the changes will, of course, vary from 
situation to situation because of peculiar 
or distinctive circumstances. 

Among the factors which are gen- 
erally common and not to be overlooked 
in the making of any change in a pen- 
sion plan are those relating to possible 
adverse, Or at least new, income-tax 
consequences. To a discussion of some 
of those consequences this paper is de- 
voted. For reasons of convenience, the 
discussion will be based on the assump- 
tion that the changes, whatever they 
may be, are made in pension plans which 
have initially satisfied the conditions of 
Section 165 of the Internal Revenue 
Code, relating to so-called exempt em- 
ployees’ trusts. 


Termination of Pension Plan 


The most drastic kind of change in a 
pension plan would, of course, be com- 
plete termination of the plan. Most of 
the existing plans establishing pensions 
for employees were created during the 
recent period of high-wartime excess 
profits taxes. It is not surprising, there- 
fore, that alert to obvious attempts to 
utilize temporary pension plans as mere 
tax-saving devices, the Commissioner of 
Internal Revenue has, in his regulations, 
issued a stern caveat that the concept of 
a pension plan, for purposes of Section 
165, implies a permanent, in contra- 
distinction to a mere temporary, pro- 
gram of affording retirement benefits to 
employees. Furthermore, he has warned 
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in his regulations that if a retirement 
plan is abandoned or in effect terminat- 
ed for any reason other than real busi- 
ness necessity within a few years after 
such plan has taken effect, such occur- 
rence will be evidence that from its very 
beginning the plan was not in effect a 
bona fide plan for the exclusive benefit 
of employees. 


Burden of Proof On Employer 


The burden of proof to show that it is 
real business necessity that prompts the 
termination of the plan rests upon the 
employer. Where, however, an employer 
could show that it had set up a pension 
plan in good faith, but because of insol- 
vency, bankruptcy or adverse business 
conditions beyond its control it had to 
terminate the plan, the Commissioner 
has indicated that abandonment of the 
plan within a few years would not be a 
cause for penalizing the employer. 

At this point, however, it is impor- 
tant to note that irrespective of the 
cause, if a plan is abandoned or termi- 
nated, the employer must notify the 
Commissioner promptly, setting forth 
all the circumstances which gave rise 
to the abandonment or discontinuance 
of the plan. The information which is 
required by the Commissioner upon ter- 
mination must go beyond the evidence 
which merely supports or even proves 
the contention of the employer that busi- 
ness necessity caused the abandonment 
or discontinuance. Hence, the informa- 
tion to be furnished the Commissioner 
must also show whether the plan, in its 
operation and as a result of its termi- 
nation, satisfies all the requirements of 
Section 165. 

The significance of what has just been 
said lies in the fact that termination of 
a plan may in effect discriminate in 
favor of employees who are officers, 
stockholders or highly-compensated em- 
ployees, supervisory or otherwise. 

Stated differently, termination of a 
plan will not be permitted to accomplish 
what continued operation, absent termi- 
nation, would not be permitted to ac- 
complish, namely, prohibited discrimi- 


nation. A typical example of such dis- 
crimination would be a situation where 
pensions have been fully funded for 
highly-paid employees or stockholders 
and the plan was abandoned soon after 
pensions for such favored employees had 
been provided. In his Mimeograph 6136, 
issued in April, 1947, the Commissioner 
has given various illustrations of the 
application of that principle. A close 
examination of those illustrations will 
indicate that it will be virtually impossi- 
ble for many employers to justify aban- 
donment of pension plans because of 
diminished profits alone. 

Nothing said here is, however, to be 
understood as indicating that proper ter- 
mination of a plan must necessarily be 
predicated on adverse financial status 
or condition of the employer. Thus, as 
an illustration, if Company A having a 
proper pension plan is being taken over 
by Company B which already has a 
proper plan of its own, the latter may 
decide to terminate the plan of the 
former and include under its own plan 
the employees of the acquired company. 
In the absence of any special circum- 
stances, difficult now to foresee, a ter- 
mination of Company A’s plan would 
appear to be proper without adverse 
tax consequences. 


Utility Pension Plans 


It is realized in this discussion that 
utilities which have heretofore institut- 
ed pension plans, qualifying under Sec- 
tion 165, will not generally be in the 
category of those employers now desir- 
ing to terminate or abandon pension 
plans. (The only possible exceptions 
might be in the case of newly acquired, 
merged or consolidated companies.) It 
may nevertheless be appropriate here to 
point out to utilities several tax conse- 
quences on termination of a pension: 
plan. 

If termination of the plan is not sup- 
ported by real business necessity, or even 
if supported by such necessity, never- 
theless effects discrimination, then pre- 
sumably the plan will be considered as 


disqualified retroactively from its in- 
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ception. Its tax-exempt status, at least 
during the so-called open years in which 
the Commissioner may make additional 
assessments, will be forfeited. If, for 
example, a trust has been set up, income 
which it has earned will be subject to 
tax, a consequence which might be of 
considerable moment. In addition, the 
deductibility of the employer’s contri- 
butions to the plan will be affected. 
Whereas contributions to a qualified 
plan are deductible, subject to the limi- 
tations of Section 23(a), regardless of 
whether the employees’ rights to the 
contribution of the employer are for- 
feitable or nonforfeitable, deductibility 
of the employer’s contributions to the 
plan now deemed to be retroactively dis- 
qualified by virtue of its termination 
will depend upon whether the rights 
of the employees are nonforfeitable. If 
such rights are forfeitable, then the con- 
tributions of the employer will be held 
to be nondeductible. 

Employees of a retroactively disquali- 
fied plan may likewise be adversely af- 
fected. Under a qualified plan, an em- 
ployee includes in his income the amount 
of the employer’s contribution in the 
year in which it is distributed or made 
available to him. Under a retroactively 
disqualified plan, the employee who has 
a nonforfeitable right must include in 
his taxable income the employer’s con- 
tribution in the year in which the con- 
tribution was made, even though dis- 
tributed or made available to the em- 
ployee in a subsequent year. 


Abandonment of Pension Plans 


The foregoing brief summary clearly 
indicates that in the wake of early ter- 
mination or abandonment of a prior 
approved tax plan, potentially serious 
tax consequences may result. It thus 
behooves every employer contemplating 
early termination or abandonment, first, 
to be certain of its justification for such 
termination or abandonment and, sec- 
ondly, in the name of caution for its 
own best interests and those of its em- 
ployees, at least taxwise, to obtain clear- 
ance from the Commissioner of Internal 
Revenue by appropriate ruling before 
termination is effected. In some in- 
stances at least, termination or aban- 
donment effected without prior clear- 
ance by the Commissioner may be con- 
sidered indicative of the fact that the 
plan was from its outset designed to be 
only a temporary and not a permanent 
plan for benefit of employees. 

Admittedly, of more immediate inter- 
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est to utilities generally than tax conse- 
quences on termination or abandonment 
of a pension plan, are the possible tax 
consequences arising from inauguration 
by the federal government of a broader 
Social Security program. Since 1939, 
the Social Security Board has been mak- 
ing intensive studies with respect to the 
feasibility of increased benefits and 
broader coverage under the Old Age 
and Survivors Insurance Contributions 
Act. During the past several weeks, the 
Committee on Ways and Means of the 
House of Representatives has been con- 
ducting hearings on proposals to in- 
crease benefits and expand coverage. In- 
cluded in amendments which have been 
proposed to the Social Security program 
are increases in benefits by as much as 
50 per cent or more, increases in tax 
rates on both employers and employees, 
extensions of coverage, reduction in re- 
tirement age from 65 to 60 in the case 
of women, and increase in the annual 
taxable wage base from $3,000 to some- 
where between $4,000 and $5,000. 


Social Security Amendments 


The political situation being what 
it is, one would have to be somewhat 
presumptuous to be certain of what So- 
cial Security amendments will ultimate- 
ly be made. The consensus in both po- 
litical parties seems to be, however, that 
amendment of the Social Security pro- 
gram is in order and must within a 
reasonable time be consummated. What- 
ever the controversies may be with re- 
spect to details, the basic assumption of 
a need for expansion is fundamentally 
noncontroversial. 

The relevance of proposed expansion 
of the Social Security program to pub- 
lic utility pension plans is not difficult. 
to imagine. Although accurate statis- 
tics have not been obtained, one would 
not be very much in error if he assumed 
that at least many of the pension plans 
of utilities are integrated or correlated 
in some degree or fashion with benefits 
under the Social Security program. Con- 
sequently, important changes in 
benefits, annual taxable wage base or 
coverage would obviously affect the con- 
tinued operation of many utility pension 
plans. 


any 


In many respects the prime requisite 
of a plan to be qualified under Section 
165 is lack of discrimination. Discrimi- 
nation, vitiate 
qualification under Section 165, may ex- 
ist because of many reasons. One of the 


sufficiently serious to 


May, 1949 


most important reasons may be lack of 
integration with Social Security benefits, 

Under the extensive amendments ty 
Section 165 made by the Revenue Act 
of 1942, discrimination in a_ pension 
plan does not automatically exist where 
either (a) those employees earning 
$3,000 per year or less are excluded, or 
(b) pensions predicated on annual earn. 
ings of $3,000 or less are less than 
those based on annual earnings of more 
than $3,000. Yet in promulgating regu- 
lations and rulings under the 1942 
amendments, the Commissioner of In- 
ternal Revenue made it plain that plans 
which exclude employees whose annual 
earnings are $3,000 or less must be jn- 
tegrated with Social Security in such 
fashion that total benefits received by 
those employees who are covered by the 
plan (including their Social Security 
benefits) will not be proportionately 
greater than the Social Security benefits 
received by those employees whose an- 
nual earnings are $3,000 or less. In 
order to give some notion of what he 
had in mind as to proper integration, 
the Commissioner issued various pub- 
lished rulings setting forth the so-called, 
well known alternative “25 per cent 
plus 14 per cent” and “34 per cent and 
1 per cent” formulae. It was made clear 
from the outset, however, that the prin- 
ciple of integration is not automatically 
tied to any formula or 
formulae. 


particular 


Net Retirement Allowance 


Whatever the controversies may have 
been after the enactment of the Revenue 
Act of 1942, regarding the promulga- 
tion by the Commissioner of his regula- 
tions requiring integration with Social 
Security benefits, at the present time 
such integration, at least in large mea- 
sure, is taken for granted. 

Some plans provide that the Social 
Security retirement benefit is to be de- 
ducted in whole or in part from the 
employee’s pension otherwise payable 
under the plan. Hence, in effect the 
employer’s contributions are for so-called 
“net” retirement allowance. With ris- 
ing Social Security benefits, the net 
benefit under the plan becomes smaller, 
presumably requiring smaller contribu- 
tions from the employer. 

In contrast with such “net’’ plans 
are those that provide for scales of pen- 
sions which are added to Social Security 
retirement benefits. If such benefits are 
increased, then the total amount payable 
under the plan would likewise be in- 
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creased. The connection with Social 
Security is thus somewhat indirect. 

A third type of plan is that which is 
called an “excess plan,” designed to be 
integrated with retirement benefits un- 
der a Social Security program. An “ex- 
cess plan” is based upon either ignoring 
all or part of the first $3,000 of annual 
compensation in the determination of 
benefits and eligibility or providing bene- 
fits at a higher rate with respect to 
annual compensation of more than 
$3,000. If Social Security benefits 
should be liberalized, a so-called ‘“‘ex- 
cess plan” might be able to provide pro- 
portionately higher benefits with respect 
to annual compensation of more than 
$3,000 and still not lose its status as a 
properly integrated plan. 

It has been the view of some who 
keep in close touch with trends that the 
so-called “excess plans” are losing popu- 
larity. The reason for such loss in popu- 
larity seems to be that Social Security 
retirement benefits, having been based 
thus far only the first $3,000 of annual 
earnings, are rapidly becoming insuffi- 
cient and inadequate for even subsistence 
purposes let alone decent living. Conse- 
quently, more and more plans are broad- 
ened to include all employees rather than 
merely those earning annually more 
than $3,000. 

If the annual taxable wage base for 
Social Security purposes is increased, the 
presently integrated plans must again 
be reviewed carefully. Initially, such 
increase in the wage base would mean 
an increased total retirement pension 
under the plan and from Social Security. 
Consequently, in at least some instances, 
the primary benefits under the pension 
plan would have to be altered, presum- 
ably reduced. Moreover, notwithstand- 
ing the apparent trend away from ex- 
cluding from a pension plan persons 
earning merely the annual wage base of 
$3,000, if an employer should wish to 
exclude such employees—whether the 
annual wage base for Social Security 
purposes be $3,000, $4,200 or $4,800— 
such plan may still be properly integrat- 
ed for tax purposes. 


Integration With Social Security Programs 


The importance and necessity of inte- 
gration and correlation cannot be over- 
emphasized. If, notwithstanding changes 
in Social Security” benefits, annual wage 
base and coverage, existing plans are 
permitted to continue without change, 
many employers might find themselves” 
in the unhappy position of having plans 
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which are not properly integrated and 
correlated to the Social Security pro- 
gram and, therefore, discriminatory in 
effect and operation. What has been said 
earlier in this paper, with respect to the 
serious tax consequences of having a 
plan disqualified under Section 165 con- 
cerning termination, may in part at least 
apply in the case of discrimination be- 
cause of disappearance of integration and 
correlation. Those tax consequences will 
affect adversely both the employer and 
employees. 

Proposed changes in the Social Secur- 
ity program provide in some measure an 
immediate impetus for re-examination 
of plans which are to a more or less de- 
gree linked with the Social Security pro- 
gram. Over and beyond such immediate 
impetus, however, is, as was stated at 
the outset of this paper, the need for 
more comprehensive re-examination of 
the basic pattern and manner of opera- 
tion of the plan. It is realized, of course, 
that there may be various obstacles and 
deterrents to changes which might be 
otherwise theoretically advisable. Yet 
in many sectors it is possible to effect 
modernizing changes which take into 
account more advanced concepts and 
even more economical operations. 


Preserving Tax-Exempt Status 


Whatever the changes and however 
effected, it is, of course, paramount that 
they be consummated within the frame- 
work of plans that will remain qualified 
under Section 165. Many times changes 
are agreed to between employers and 
employees that are unsatisfactory from 
the standpoint of maintaining tax-ex- 
empt status for the pension plan. In the 
long run both employers and employees 
will stand to gain if temporary and im- 
mediate advantages are waived in the in- 
terest of maintaining a pattern of pen- 
sion benefits which will not destroy or 
even jeopardize the tax exempt status of 
the pension plan. 

The entire discussion thus far has 
been based on the assumption mentioned 
in the very beginning that whatever the 
changes, they were to be made in an in- 
itially qualified plan under Section 165. 
The remaining portion of my remarks 
will deal somewhat summarily with a 
related problem, namely, as to what 
changes, without adverse tax 
quences, may be made in pension plans 
that at least up until quite recently, 
were not considered plans for the de- 
ferring of the receipt of compensation. 

At the present time there are em- 
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ployers that provide for benefits payable 
only out of current earnings with no 
funding whatsoever. Although a formu- 
la may be set up in each case determining 
to whom a retirement pension will be 
paid and how much the retirement pen- 
sion shall be, there are no advance con- 
tributions in any form whatsoever by 
the employer. 


Pians Deferring Receipt of Compensation 


The amounts paid under many of 
these plans are again linked directly or 
indirectly to pensions under the Social 
Security program. Furthermore, employ- 
ers reserve the right to terminate the 
plan at any time. Thus, if an employer 
is faced with a period of substantially 
reduced earnings, it might exercise its 
right to cut off or suspend pensions to 
retired employees, otherwise payable out 
of annual earnings exclusively. Whether 
such right would in fact be exercised 
would depend, of course, upon numer- 
ous factors outside the scope of this dis- 
cussion, 

Up until November, 1948, it had not 
been seriously contended that the kind 
of pension plan I am now discussing 
was one which, for purposes of Sections 
23(p) and 165 of the Internal Revenue 
Code, constituted a plan deferring the 
receipt of compensation. Consequently, 
none of the requirements of those sec- 
tions were deemed to be applicable with 
respect to such a plan. The amounts 
paid to retired employees out of earnings 
had been deductible, if at all, strictly as 
ordinary and necessary business expenses, 
subject only to the limitations of Sec- 
tion 23(a) of the Internal Revenue 
Code. In November, 1948, however, 
the Commissioner, for the first time, set 
forth in his regulations that the kind 
of pension plan now under examination 
would be treated as a plan deferring the 
receipt of compensation. I refer to the 
amendments made by the Commissioner 
in Treasury Decision 5666 to regula- 
tions under Section 23 (p) of the In- 
ternal Revenue Code. Therein he states 
that where a corporation pays pensions 
to such of its retired employees and in 
such amounts as may be determined 
from time to time by the board of direc- 
tors or responsible officers of the com- 
pany or where a corporation is under 
an obligation, whether funded or un- 
funded, to pay a pension or other de- 
ferred compensation to an employee, 
there is a method having the effect of a 

(Continued on page 159) 
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G. THeEopore Stors and J. C. 
Know Les have been appointed vice 
presidents of the Pennsylvania Power 
& Light Co., serving respectively with 
the Lancaster and Lehigh divisions. 

James M. Hvuesner, has been ap- 
pointed vice president of commercial op- 
erations for PP&L. L. W. Hearn, vice 
president, formerly in charge of com- 
mercial operations, now assumes a post 
of special executive duties. 

Following schooling at both Princeton 
University and Massachusetts Institute 
of Technology, Mr. Storb joined, in 
1923 as cadet engineer, the old Edison 
Electric Co. and the Lancaster Gas Light 
& Fuel Co. In 1925 he became statisti- 
cian for the two utilities and in 1928 was 
promoted to chief engineer. Upon merger 
of the two organizations with PP&L in 
1930, Mr. Storb became distribution 
engineer of the Lancaster division and 
was advanced in 1939 to division com- 
mercial manager, and in 1944 to division 
manager at Allentown, the position he 
held until his most recent promotion. 

Mr. Knowles graduated from Purdue 
with a B.S. degree in electrical engineer- 
ing, and entered the armed services in 
1918, graduating from the U. S. Naval 
Academy as an ensign. 

In 1924 Mr. Knowles joined PP&L 
as division superintendent and rose to 
district manager at Williamsport in 
1927. In 1928 Mr. Knowles took the 
position of electrical engineer with Mo- 
nongahela West Penn Public Service, 
rejoining PP&L in 1932, as district man- 
ager at Williamsport. Later that year 
he became acting division manager of 
the Susquehanna division and from 1939 
until his new appointment, has been man- 
ager of the Bethlehem division. 

Mr. Huebner joined PP&L in 1924 
as a student in the line department, be- 
coming a district manager the same year. 
In 1926 he became Bethlehem division 
manager and in 1939 division vice presi- 
dent at Lancaster, the position he held 
at the time of his most recent promotion. 

He is a graduate of Pennsylvania Mil- 
itary College and Lehigh University. 
After serving as a lieutenant in the U. S. 
Army in World War I, he was employed 
by Carnegie Institute of Research, Wash- 
ington, D. C., and later by the Phoenix 
Utility Company. 

He is a member of the Pennsylvania 
Electric Association, Pennsylvania Gas 


Association, Society for the Advancement 
of Management, and American Academy 
of Political and Social Sciences. 

Georce H. Frirzincer, Pennsyl- 
vania Power & Light Co. operating de- 
partment engineer, has been appointed 
to the newly created position of budget 
director in the company’s financial de- 
partment. EpMonp L. Somers, now as- 
sistant to the supervisor of load in the 
system operating department at Hazle- 
ton, will succeed Mr. Fritzinger. 

Mr. Fritzinger has held various engi- 
neering positions with PP&L since 1926. 
After serving at Pottsville, Allentown, 
and Hazleton he returned to Allentown 
to the office of the vice president, operat- 
ing department, as engineer, the position 
he held until his recent promotion to the 
staff of the vice president and treasurer. 

Mr. Somers joined PP&L in 1930 as 
test engineer at Hazleton. Three years 
later he was transferred to the system 
operating department as assistant to the 
supervisor of load, the position he is now 
leaving. 


CLARENCE W. Mayort, assistant to 
the president, Hartford Electric Light 
Co., left for Europe on a 3-month gov- 
ernment assignment. He will assist the 
U. S. Economic Cooperation Adminis- 
tration in a survey of France’s power 
resources. 

Mr. Mayott has been manager of the 
Connecticut Valley Power Exchange for 
21 years and during the recent war was 
lent to the government as coordinator of 
40 interconnected private and _ public 
power systems in 13 Southeastern states 
to avert threatened shortages of energy. 
Subsequently, the Southwest was added 
to his area jurisdiction. Later he was 
Deputy Chief of Power Supply for the 
Office of War Utilities, pooling power 
on a nationwide basis. Since the war, 
Mr. Mayott has been consulted by the 
government on power problems of wide 
scope. In 1947 he became consultant for 
the Industrial College of the Armed 
Forces. 

Mr. Mayott is also chairman of the 
Electrical Interconnections Task group 
of the United States National Security 
Resources Board. 


Vincent P. McDevitt has been 
elected vice-president in charge of legal 
Philadelphia Electric 


the 


matters for 
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Co. He has been general counsel of the 
company since 1947, 

A native Philadelphian, Mr. McDe. 
vitt attended the Wharton School of 
the University of Pennsylvania before 
matriculating at Temple University Law 
School. He was admitted to the Bar in 
1928, after which he engaged in general 
legal practice with the late William 
Findlay Brown. 

He was appointed assistant district at- 
torney of Philadelphia in 1935 and for 
10 years was prominently identified with 
the work of that office. In 1945 he was 
named chief counsel of the Pennsylvania 
Utilities Commission, and served in that 
capacity until December, 1946, when he 
resigned to devote full time to his pri- 
vate practice in Philadelphia. He was 
senior partner of the law firm of Mc- 
Devitt, Philips, and Farran at the time 
he joined the utility in 1947. 

Mr. McDevitt is a member of the 
Philadelphia, Pa., and American Bar 
Associations, the American Law Insti- 
tute, and is also a member of the council 
of the Public Utilities Section of the 
American Bar Association. 


CHARLES L. McCormick has been 
appointed counsel for the West Penn 
Power and Railways Companies. He 
has been with West Penn since Febrv- 
ary, 1940, as assistant legal advisor, and 
has served as assistant secretary since 


1942. 

A native of western Pennsylvania, 
Mr. McCormick is a graduate of Mc- 
Keesport High School, Washington and 
Jefferson College, and University of 
Pittsburgh Law School. Prior to join- 
ing West Penn, he was in general law 
practice with the Pittsburgh firm of 
Thompson, Rose, Bechman & Dunn. 

JosepH E. Tuomas has been ap- 
pointed chief engineer of power plants 
for West Penn Power Co. A 40-year 
veteran of West Penn’s power organi- 
zation, he will have entire responsibility 
for the engineering and expansion poli- 
cies relating to power station construc- 
tion and new power supplies. He is a 
member of the AIEE and ASME.. 

WituiaM V. DRAKE, manager of the 
Power Generation Department of the 
Monongahela Power Co. at Fairmont, 
W. Va., a West Penn affiliate, will re- 
join West Penn as manager of power 
production in Pittsburgh. He will be 
directly responsible for the operation 
and maintenance of all power stations. 
Mr. Drake originally joined West Penn 
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in 1922, transferring to Monongahela 
Power six years later. Mr. Drake is 
4 member of the Prime Movers Com- 
mittee of EEI. 


E. C. EAsTEr has been appointed sales 
manager of the Alabama Power Co., 
Birmingham, to replace Wetts M. 
STANLEY, vice president in charge of 
sales since 1930, who has resigned. 

Mr. Easter has been identified with the 
company since 1924. He was made chief 
agricultural engineer in 1927 and man- 
ager of the rural and towns division in 
1933. 

Mr. Stanley has been connected with 
the utility industry since 1909. His first 
position with Alabama Power was as 
local manager at Huntsville. In 1925 he 
became general manager of the Gulf 
Electric Co. and Gulf Power Co., Pen- 
sacola. Mr. Stanley was appointed man- 
ager of sales in 1928 and was elected 
vice president in 1930. 


FLtoyp A. Beaty, chief operating en- 
gineer, lowa Power & Light Co., Des 
Moines, for more than 30 years, has been 
named vice president in charge of opera- 
tions, and JoHN F. McLAuGHLIN, who 
has been with the company 28 years, has 
been advanced from superintendent of 
power to vice president in charge of 
power. 

Howarp REEve, who has been iden- 
tified with the company for more than 
25 years, has been made manager of the 
Des Moines district. He was formerly 
superintendent of electric distribution 
and his successor to that position will be 
his former assistant G. D. Heap. Mr. 
Head has been identified with the utility 
since 1910. 

Other promotions include appoint- 
ment of JACK SAYRE as manager of out- 
side districts with headquarters in Des 
Moines; J. L. CULHANE, another 30- 
year employee, as engineer in charge of 
transmission and distribution; and J. W. 
FERGUSON as commercial manager in 
charge of retail sales. 

Mr. Beaty became identified with 
lowa Power & Light’s commercial de- 
partment in 1913, and after serving in 
the engineering department as distribu- 
tion engineer, transmission engineer, 
power plant design engineer, and plant 
construction engineer, he was made chief 
operating engineer in 1918. 

Mr. McLaughlin entered the engi- 
neering department in 1920, and served 
in various capacities chiefly concerned 
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UNE lst has been proclaimed as 

“E-Day” (Electric Day), on 
which date all members of the elec- 
trical industry are urged to publicize 
the industry’s new slogan, “Of 
Course—It’s Electric!” through all 
possible advertising media, and to be- 
gin aggressive promotion of the all- 
electric kitchen, it has been an- 
nounced by Ernest R. Acker, Presi- 
dent of the EEI. 

With the industry “once again in 
a buyer’s market,” Mr. Acker said, 
“E-Day” is expected to signal a re- 
turn to large-scale, intensive promo- 
tion of electrical living, with empha- 
sis in sales activities being placed 
upon the major residential kitchen 
appliances. 

“All members of the industry, in- 
cluding manufacturers, distributors 
and dealers, as well as electric com- 





EEI President Proclaims June Ist “E-Day” 


panies, are vitally interested in the 
progress of electrical living. Tools 
for the promotion of all-electric 
kitchens have now been made avail- 
able to all electric companies, through 
the Institute’s new  All-Electric 
Kitchen promotional program,” Mr. 
Acker said. 

This program, which introduced 
the “Of Course—It’s Electric!” slo- 
gan to the industry, is now being 
used by a total of 127 electric com- 
panies throughout the country, Mr. 
Acker declared. These and many 
more companies are expected to tie-in 
with the “E-Day” promotion, along 
with local distributors and dealers. 
using the newspaper, outdoor and 
other advertising aids supplied in the 
program to promote all-electric kitch- 
ens, as part of the industry’s national 
sales drive. 








with power plant construction and de- 
sign until his appointment as superin- 
tendent of power in 1942. 

Beginning as assistant overhead engi- 
neer in 1923, Mr. Reeve was made as- 
sistant superintendent of distribution four 
years later and superintendent of dis- 
tribution in 1941. Mr. Head became 
identified with the company in 1910 as 
an apprentice lineman and has worked 
as a foreman and assistant superinten- 
dent of distribution. 


Rotto H. JoHNSON, superintendent 
of substations in the central division of 
the Puget Sound Power & Light Co., 
Seattle, Wash., since 1935, has been ap- 
pointed superintendent of light and 
power in the southern division. He suc- 
ceeds J. Ross RoBErsoN, retired. 


RALPH W. FACKLER and Epwarp S. 
Miter have been appointed superinten- 
dent and assistant superintendent, respec- 
tively, of the systems operations depart- 
ment of the Indiana & Michigan Electric 
Co. at Ft. Wayne, Ind. Mr. Fackler 
has served as superintendent of systems 
operations for the South Bend division 
since 1942 and has been identified with 
the utility in South Bend since 1934. 
Mr. Miller joined the company at South 
Bend in 1922, serving as substation su- 
pervisor and load dispatcher in the sys- 
tems operation department before becom- 
ing assistant superintendent with the 
South Bend division in 1943. 


The Lack of Risk Capital 
(Continued from page 148) 


all history great empires have fallen be- 
cause they ceased to believe in the things 
that made them great—they bit off more 
than they could chew, created vast quan- 
tities of money and failed to follow 
sound policies to meet added responsi- 
bilities. 

Our policies of recent years will not 
meet our future responsibilities. Sound 
policies can, but time is running out— 
it is time for decision! Rome was great, 
but Rome fell—the Byzantine Empire, 
the Spanish Empire, Ancient Athens 
were all great, but they all fell—and 
they never came back. 

Time for decision—and it may be 
later than we think! 


Tax Consequences of Pension 
Plan Changes 
(Continued from page 157) 


plan deferring the receipt of compensa- 
tion for which deductions are governed 
by Section 23(p) of the Code. 

It is significant that when in Novem- 
ber, 1947, the Commissioner proposed 
his amendments to the regulations un- 
der Section 23(p), no such rule ap- 
peared in the proposed amendment. On 
the contrary, it was indicated that in 
order for a plan to be considered a 
pension plan deferring the receipt of 
compensation, it had to have some form 
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of funding. It is my understanding that 
the change in the regulations ultimately 
made resulted from comments and sug- 
gestions made by some taxpayers. I am 
somewhat at a loss to comprehend why 
even some taxpayers would want the 
rule now set forth in the regulations. 
The net effect of the present rule in 
the regulations is that deductions for 
payments made to retired employees 
can only be taken in the year of payment 
under Section 23(p)(1)(D), irrespec- 
tive of whether the employer is on the 
cash or accrual basis. Furthermore, the 
employer must furnish certain additional 
information with its return which ad- 
mittedly is not an onerous requirement. 
At present any discrimination result- 
ing in such a plan, by virtue of an ab- 
sence of correlation or integration with 
Social Security benefits has no adverse 
tax consequences. There is no trust, 
income of which may be subject to tax, 
and inasumch as when payments are 
made the rights of the employees are non- 
forfeitable, the employer gets a deduc- 
tion in the year of payment and the em- 
ployee reports the payment as income in 
the year of receipt. If, then, because 
of changes in the Social Security pro- 
gram, no changes are made in the so- 
called pension plan to effect integration 
or correlation, it would appear that no 
harmful tax results would arise. On the 
other hand, some employers for reasons 
not necessarily grounded in tax consid- 
erations might wish to give serious 
thought to the possible closer integration 
and correlation with Social Security 
benefits than has heretofore been the 
case in some instances under such plans. 


Credit and Collection 
Experience 

(Continued from page 150) 
the number of notices used; however, 
one company in each of these areas re- 
ported a change in policy that resulted 
in a reduction of sufficient magnitude 
to reverse the trend for the area. 

The number of meters discontinued 
for non-payment showed an increase for 
every section of the country except New 
England. 

The Deposit Outstanding does not 
follow the regular pattern of most of 
the other data. It should be pointed out, 
however, that the increase in Deposit 
Outstanding is possibly due more to the 
higher amount of the individual deposit 
because of the increase in sales and rate, 
than it is to any increase in the number 
of deposits. 
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23-26 Michigan Electric Light 
Mackinac Island, Mich. 


J. 


23-26 
Hotel, San Francisco, Calif. 


11-14 


ginia Beach, Va. 


Springs, W. Va. 
28-30 
French Lick Springs, Ind. 


17-21 


Fresno, Calif. 
31-Nov. 1 
Md. 





CONVENTIONS AND MEETINGS 


MAY 
20 New Jersey Utilities Association, Seaview Country Club, Absecon, N. J. 
25-27 Pacific Coast Electrical Association, Inc., Hotel del Coronado, Coronado, Calif. 
JUNE 


May 31-June 2 ANNUAL MEETING, EDISON ELECTRIC INSTITUTE, Atlantic 
Public Utilities Advertising Association, Netherland Plaza Hotel, Cincinnati, 


American Institute of Electrical Engineers, Summer General Meeting, New 


City, N. J. 
20-21 

Ohio 
20-24 

Ocean House, Swampscott, Mass. 
22-25 


Hydraulic Power Committee, EEI, Shirley Savoy Hotel, Denver, Colo. 
Association, 


27-28 Prime Movers Committee, EEI, San Francisco, Calif. 
27-July 1 American Society for Testing Materials, Chalfonte-Haddon Hall, Atlantic 


City, N. 
28-30 Canadian Electrical Association, Banff Springs Hotel, Banff, Canada 
JULY 


12-14 American Society of Civil Engineers, Mexico City, Mexico. 


AUGUST 


American Institute of Electrical Engineers, Pacific General Meeting, Fairmont 


SEPTEMBER 
Rocky Mountain Electrical League, Fall Convention, Stanley Hotel, Estes Park, 


olo. 
16-17 The Maryland Utilities Association, Fall Conference, Cavalier Hotel, Vir- 
16-17 Public Utilities Association of the Virginias, Greenbrier Hotel, White Sulphur 


Indiana Electric Association, Annual Convention, French Lick Springs Hotel, 


OCTOBER 


3-5 Electrical Equipment Committee, EEI, Schenectady, N. Y. 

American Institute of Electrical Engineers, Midwest General Meeting, Nether- 
land Plaza Hotel, Cincinnati, Ohio. 

25-27. Pacific Coast Electrical Association, Inc., Fall Conference, Hotel Californian, 


Transmission and Distribution Committee, Lord Baltimore Hotel, Baltimore, 





Annual Convention, Grand Hotel, 








The number of accounts charged off 
has increased for every section of the 
country, and can indicate only one 
thing: Money is not as plentiful as it 
was a year ago. Again the Sotth and 
West exhibit a larger increase than the 
rest of the country. 

The net Charge Off is consistently 
It is noted that 
the New England and Mountain States, 
the two areas that reported the largest 
decrease in the number of discontinue 
notices used, also reported the largest 
increase in the net Charge Off. 

Looking at ““The Credit Picture” as 
a whole, a trend toward increased losses 
is very evident. The data presented will 
warrant further study and comparison 
with your own company’s results. 


higher in al! sections. 


It is the Project Committee’s intent 
to make arrangements for the 
annual publication of ‘““The Credit Pic- 
ture’ in the two national monthly mag- 


semi- 








azines of the industries. Individual com- 
panies can increase the usefulness of 
these data to themselves, by keeping a 
table or graph of the statistics presented 
for their particular region as well as for 
the country as a whole. In this way, 
they not only get the current picture, 
but as time goes on, will accumulate a 
set of data that should prove exceeding- 
ly valuable as an aid in judging future 
trends. 

The Committee does not feel that this 
is a finished product. We hope that we 
have started something that can be fur 
ther developed as time goes on. There 
is always the possibility that we might 
want to change the scope of the infor- 
mation, or the manner or frequency of 
reporting. The project is flexible and 
can be molded to your desire. We are 
open to any suggestion that may help 
to make “The Credit Picture” of maxi- 
mum value to you. 
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